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Which Pioneer service do you need 
to complement your own staff? 








DESIGN AND CONSULTING ENGINEERING SERVICES 


Pioneer specializes in designing power plants and offers design service for fossil 
fuel, hydro and atomic plants. It will also assist in forecasting load growth, in 
site selection, in purchasing and expediting of equipment and construction 
management. Pioneer’s other services include substation, transmission and 


distribution studies and design. 


SERVICES IN REGULATORY MATTERS 

Pioneer offers its services in all phases of Federal, State and local utility regula- 
tion, including natural gas and electric rate matters, certificate proceedings, 
licensed project accounting requirements, depreciation studies for rate case 
and income tax purposes, cost allocations and special studies. 


CORPORATE SERVICES 
Pioneer offers its services as business and management consultants; stock transfer 
and dividend disbursing agents; financial, accounting and tax consultants, 


Write for Booklet “‘pPlIONEERING NEW HORIZONS IN POWER” 


Serving Electric Utilities and 
Industrial Power Users Since 1902 


Pioneer Service & Engineering Co. 


231 SOUTH LA SALLE STREET ¢ CHICAGO 4, ILLINOIS 
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Pusiic UTILITIES ForRTNIGHTLY . . stands 
for federal and state regulation of both 
privately owned and operated utilities and 
publicly owned and operated utilities, on a 
fair and nondiscriminatory basis; for non- 
discriminatory administration of ‘laws; for 
equitable and nondiscriminatory taxation; 
and, in general—for the perpetuation of the 
free enterprise system. It is an open forum 
for the free expression of opinion concern- 
ing public utility regulation and allied 
topics. It is supported by subscription and 
advertising revenue; it is not the mouthpiece 
of any group or faction; it is not under the 
editorial supervision of, nor does it bear the 
pon cman of, any organization or associa- 
tion. The editors do not assume responsi- 
bility for the opinions expressed by its 
contributors. 


Subscriptions: Address correspondence to PusBtic 
UrTiLities ForTNIGHTLY, circulation department, 
332 Pennsylvania Building, Washington 4, D. C. 
Allow one month for change of address. 


Single copies $1.00. Annual subscription price 
(26 issues a year}: United States and posses- 
sions, $15.00; Pan American countries, $15.00; 
Canada, $16.00; all other countries, $17.50. 


Entered as second-class matter April 29, 1915, 
under the Act of March 3, 1879, at the Post Office 
at Baltimore, Md., December 31, 1936. Copy- 
righted. 1960, by Public Utilities Reports, Inc. 
Printed in U. S. A. 
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1959 CONVENTION 


AT PHILADELPHIA, PENNSYLVANIA 


NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


THIS edition contains valuable material on the 
subject of regulation of rates and services of 
public utilities and transportation companies 
including the following: 








Rates of Public Utilities and Transportation Agencies, Valuation, Railroad Problems, 
and Regulation of Public Utilities, Panel Discussion on the subject of “Inflation and 
Its Effect on Utility Regulation of Rates and Utility Financing," Addresses on 
"Legislation Affecting the Federal Regulatory Process" and "The Impact of the Supreme 
Court Decision in the Service Storage and Transfer Case." This volume contains a 
complete swe of the addresses and committee reports of the 1969 Philadelphia 
meeting. The book is printed and bound in regular book cover. 


Price $10.00—Approximately 500 Pages 
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Throughout its service territory—in Ohio, SYSTEM, INC 
s ° 


COLUMBIA GAS SYSTEM SERVICE CORPORATION 


Fennsylvania, West Virginia, Kentucky, 
COLUMBIA HYDROCARBON CORPORATION 


120 EAST 41st STREET, NEW YORK 17, N.Y. 


\irginia, Maryland and southern New 
‘ CHARLESTON GROUP: UNITED FUEL GAS COMPANY, 1700 MacCORKLE 
‘ork — natural gas continues to be the —AveNue, Sc, CHARLESTON, WEST VIRGINIA. COLUMBUS GROUP: THE 
OHIO FUEL GAS COMPANY, 99 NORTH FRONT ST., COLUMBUS 15, OHIC. 
PITTSBURGH GROUP: THE MANUFACTURERS LIGHT AND HEAT COM- 


ref erred f uel for home and industry. _ PANY, 800 UNION TRUST BLDG., PITTSBURGH 19, PA. 
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wth the Codlitors 


I’ this political primary season a good 
many Americans, young and old, are 
getting a firsthand illustration of ‘the 
democratic process. But it is such a vari- 
able illustration because the ground rules 
are so different in the several states. In 
Wisconsin and California, for example, 
Democrats and Republicans can vote in 
each other’s primaries as casually as 
crossing from one side of the street to 
the other. And after the candidate has 
been chosen, there is no obligation on 
the part of the primary voter to follow 
through in voting for that candidate in 
the final election. In other states, the 
party system has been so rigorously in- 
sulated against nonconformity that reg- 
istration and voting are virtually confined 
to the party faithful. 


It is small wonder, therefore, that re- 
action to primary contests is not unani- 
mous. Former President Truman calls 
them “eyewash” and bait for meaning- 
less journalistic exploitation. Senator 
Johnson of Texas points out somewhat 
cynically that the winner of a Wisconsin 
presidential primary has never been elect- 
ed President. This may be sheer coin- 
cidence or simply a case of sour grapes, 
depending on one’s point of view. 


B” the practical exercise of democ- 
racy has always been faced with 
this dilemma of extremes—the watering 
down in terms of excess popular partici- 
pation, as contrasted with the manipula- 
tion of internal party autocracy. Too 
much freedom of choice can lead, as in 
the case of the unsuccessful French Re- 
publics, to multiple parties and ineffec- 
tive blocs. Too much control can lead to 
dogmatic partisan brainwashing. Only in 
between this range of extremes can de- 
mocracy be said to be both practical and 
representative of the popular choice. 


ALL this is by way of comparing de- 
mocracy with the modern corporation. It 
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C. P. GUERCKEN 


is not generally realized that the modern 
business corporation has three distinct 
yet overlapping aspects of free choice. 
There is the freedom of the market place 
in which the consumer votes for the cor- 
poration’s business by buying the prod- 
uct. There is the choice of the stock- 
holder which can throw existing man- 
agement out of office, or he can sell his 
shares to someone else. And there is the 
freedom of the employee to leave or re- 
main with the given corporate employer. 


ALL three of these phases of corporate 
operations must be delicately balanced by 
a duly appointed management which has 
obligations to each class. And in the case 
of public utilities there is even a fourth 
class which must be satisfied if not 
pleased—the regulatory authority, with 
its back-seat control over rates, service, 
security issues, and so forth. 


M*" people do not think of the busi- 
ness corporation in terms of de- 
mocracy. Yet it is hard to see how there 
could be a better example of the free 
interplay of popular choice in various 
areas of interests—investment, employ- 
ment, and, most important of all, the 
judgment of the market place—the ulti- 
mate consumer. Whenever he spends as 
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The tool chest that travels Not since the invention 


of the dog muzzle has anything been as warmly welcomed by servicemen 
as the new 1960 Dodge Tradesman. 

With good reason, too. The Tradesman is literally a cues on 
wheels—a go-anywhere, do-anything shop-away-from-the-shop. 

Its vertical and horizontal compartments carry most of the tools you’ll 
need on any job—and keeps them locked up. Swing down the horizontal 
door, and you’ve made yourself a handy workbench. 

Plenty of pick-up load space, too—with lockable sliding roof available 
-to keep whatever you-carry safe and dry. : 
Options? How about power steering . . . push-button transmission . 
choice of gas-squeezin’ Six or omental V-8? : 
Your Dodge dealer can tell you even more good things about it. Talk 
to him—find out why you can always . 


DEPEND ON 


70 SAVE YOU MONEY IN | KS — 





iere’s the service truck that masters any kind of weather, any kind of terrain 
. . the rugged Dodge W500 4 x 4 Power-Wagon, with special utility body. 





A PRODUCT OF CHRYSLER CORPORATION 





much as a penny for a given product, it 
is a hard cash vote of confidence to that 
extent. Whether we know it or like it, 
this “cash register vote” has meant the 
difference between success or failure, be- 
tween life or death for untold multitudes 
of corporate enterprises since the begin- 
ning of our economy 


So, whether we buy a share of stock or 
take or quit a job, or simply load up the 
grocery cart at the super market, we are all 
of us continuously, if unconsciously, vot- 
ing Over and over again in various ways, 
in the great democracy of private enter- 
prise which has made America what it 
is today. This is an electorate which may 
be swayed but never corrupted. It will 
unerringly act in what it conceives to be 
its own self-interest, despite all the dis- 
tracting claims or counterclaims, which 
is the lifeblood of the competitive system. 


+ jena leading article in this issue sug- 
gests the broadening of the private 
placement approach. It comes to us from 
Witxiarp F. STANLEY, president, Cor- 
porate Services, Inc., New York, who 
thinks that the private placement ar- 
rangement should be extended to com- 
mon stocks of public utilities. He thinks 
that savings and mutual benefits would 
be even more extensive than in the case 
of senior securities. Of course, there are 
legal and regulatory requirements to be 
considered. Mr. STANLEY outlines the 
advantages of private placement of shares. 





© Fabian Bachrach 
WILLARD F. STANLEY 
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CHARLES E, STONIER 


5 dew article on the impact of obsoles- 
cence on tax depreciation for electric 
utilities, which begins on page 584, comes 
to us from C. P. GUERCKEN, assistant to 
the vice president of Ebasco Services In- 
corporated. Mr. GUERCKEN is a gradu- 
ate electrical engineer from New York 
University (BS, ’31) who studied eco- 
nomics at the London School of Econom- 
ics and who started his career with the 
Edmundson Electricity Corporation, then 
a subsidiary of Utilities Power & Light 
Company of Chicago. In 1937 he became 
associated with The County of London 
Electric Supply Company, and in 1940 he 
returned to the United States as budget 
sponsor with Ebasco Services. 


K aK aK 7K 


C HARLES E. STONIER, whose article en- 
titled “Should We Save Urban 
Transit, and How?” begins on page 602, 
was born in Hamburg, Germany, and edu- 
cated at Syracuse University (BS, ’47) 
and took his Doctor of Philosophy at the 
University of Pennsylvania (’55). He is 
now associate professor of economics and 
marketing at Hofstra College, Hempstead, 
New York. He is the author of numerous 
articles in the field of transportation. 


THE next number of this magazine 
will be out May 12th. 


K Bittn. 
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WS YOUR COMPANY 
WANE 10 COPE WITH? 


VU WY BE 15,000... OR TMAY 


BE 2500,000 (AS IN THE CASE 
QF THE INSTALLATION PICTURED) 


Whatever the number, the new line of REMINGTON RAND KARD-VEYER® models 








offers the most efficient time- and money-saving mechanized equip- 
ment ever devised for card records! At the touch of a button: 
the tray containing any desired card is delivered in 3 seconds 
in front of the seated operator. No more standing, walking, 
reaching, bending! Trays are positioned for reference 
without shadows. Superbly engineered, the units are 
vibrationless and whisper quiet. KARD-veveR units 
accommodate more card records for the floor 
A typical example 


space used than ever before possible in of a large efficient 
Kard-Veyer installation. 





mechanized equipment. There is a 





model to meet your precise needs. 
Send the couponTODAY for illus- 
trated booklet giving full 








details on these remark- 





/ 


able KARD-vEYER Units. 
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REMINGTON RAND 
DIVISION OF SPERRY RAND CORPORATION 
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1 Room 1415, 315 Park Avenue South, New York 10. 
Kindly send free booklet LBV 81 1—’’New Kard-Veyer” 
I 

I 

i 

1 

I 

I 


CARD VE YER: 


D CARD FILING EQUIPMENT APPROVED BY UNDERWRITERS’ LABORATORIES INC. 
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Coming IN THE NEXT ISSUE 


(May 12, 1960, issue) 


THE RATE-MAKING POWERS OF THE ICC 


Oldest of our federal commissions, and older by a quarter of a century than most of 
our full-powered state commissions, is the Interstate Commerce Commission. The 
original Interstate Commerce Act of 1887 contained only limited rate-making powers. 
Gradually these powers were increased and regulation of the interstate carriers be- 
came more stringent. Have we now come full circle, in view of the present plight of 
the railroads, when it will be necessary to relieve them of regulation to some extent? 
Professor Eric Schenker of the department of economics, University of Wisconsin, 
thinks that the problem of regulation is one of invalid concept because it is based upon 
the assumption that the railroads have a monopoly. He makes some suggestions for 
correcting this regulatory approach. 


WHAT'S WRONG WITH COMMISSION REGULATION? PART I. 


Stressing the theme of recent criticism of commission regulation as an institution 
which has been aggravated by House committee investigations, Harry M. Trebing, 
assistant professor of economics at the University of Nebraska, has given us a two- 
part objective article which deals bluntly with the question asked in the title. In the 
first instalment he reviews recent criticisms of commission organization, operation, 
and procedure. He repeats, with references to the sources, statements made by critics 
of the commissions in various publications, speeches, and books. In a second instalment 
Dr. Trebing evaluates these criticisms and gives his own conclusions, which are to the 
effect that commission regulation has been an outstanding success and that no sug- 
gested alternative could approach its performance. 


LET'S NOT KILL THE GOOSE THAT LAYS THE GOLDEN EGGS 


Despite their cynical postures, the fundamental difficulty of socialist theorists is not 
a lack of faith but too much faith. Theirs is a sort of mystical conviction in the inherent 
ability of the human race to work out ideal solutions for the best of all possible worlds 
and to do this by human resources alone. Dr. John D. Garwood, professor of economics 
at Fort Hays Kansas State College, Hays, Kansas, is rather intrigued by this somewhat 
childlike but dogmatic faith in the wisdom of mankind to solve his own problems 
through socialist theories. Their dedication to such doctrinaire beliefs makes them 
blind to the fact that the end of their road is slavery and bondage, rather than free- 
dom and well-being. In a bright and entertaining recap of recent socialist pronounce- 
ments on what the human race must do to be saved, Dr. Garwood comes up with the 
age-old conclusion that there is no such thing as a free lunch. His article stresses the 
danger of permanent injury to the free enterprise system, which has given us "golden 
eggs’ of prosperity and security. 


* 


Al SO... Special financial news, digests, and interpretations of court and com- 


mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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P.U.R. EXECUTIVE 


Information 


Service 


A fast-reading, weekly letter 
from Washington, devoted 
to developments in the Na- 
tion's Capital and state news 
of national significance af- 
fecting Public Utilities. 


Dependable forecasts of 
what lies ahead in the utility 
field. 


Annual Subscription $50 


Public Utilities Reports, Inc. 
332 Pennsylvania Bldg. 
Washington 4, D. C. 
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Decision 


Making 


Making the right executive decision 
calls for diversified scientific “know- 
how.” Helping furnish this “know- 
how” is the management and engineer- 


ing consultant’s job. 


Every company today faces complex 
problems in such fields as accounting, 
engineering, industrial and public rela- 
tions, insurance, financing, marketing, 


rates and many other areas. 


Commonwealth specialists are avail- 
able to work with your executives in 
these areas, at a fractien of the cost 
you would pay for full-time people on 


your own staff. 


Commonwealth 
SERVICES INC. ASSOCIATES INC. 


Management and Business Consultants 


Consulting and Design Engineers 


NEW YORK 22, N. Y., 300 Park Ave. 
HOUSTON 2, TEXAS, M&M Building 
JACKSON, MICHIGAN, 209 E. Washington Ave. 
WASHINGTON 6, D. C., 1612 K Street, N.W. 





— 
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“There never was in the world two opinions altke.” 


NELSON A. ROCKEFELLER 
Governor of New York. 


MERLE M. OpcGers 
President, Bucknell University. 


Barry GOLDWATER 
U. S. Senator from Arizona. 


Rosert E. WILson 
Chairman of the board, Standard 
Oil Company (Indiana). 


Lupwic Von MIseEs 
International economist. 


—MOonrTAIGNE 





“We live in an age of revolution and explosion: ex- 
ploding bombs, exploding population, revolutionary 
wars, revolutionary wants. And in such an age, we 
have only two choices—no more. We shall learn to be 
the masters of circumstance. Or we shall be its vic- 
tims.” 

5 


“A university should be a place not where laws are 
made, but where they are understood; where the rdle 
of the two-party system of our democracy is appreciat- 
ed, where students are broadly enough educated to be- 
come wise lawmakers and to become worthy candidates 
for political office.” 


> 


se 


. . a process of corrosion has set in which has 
greatly accelerated in the past twenty-five years. The 
federal authority has been extended and enlarged far 
beyond the limits originally set in the Constitution. The 
whole concept of the division of power among federal, 
state, and local governments has been canceled by a 
concentration of power in the federal government.” 


a 


“The best assurance of security for the industrial em- 
ployee and his family rests in our continued economic 
growth and rising productivity as a whole nation. To- 
morrow’s ‘Want Ads’ are being written by industry at 
this very moment. They will outline opportunities and 
rewards that can only be guessed at today. We will 
reach these bold, new horizons in proportion to our faith 
as a free people in our ability to solve our problems 
without compulsion. We must not jeopardize our suc- 
cessful system by loading it with burdens which might 
crush it—but neither should we assume that any new 
burden would be intolerable.” 


¥ 


“The Socialists have entirely misrepresented the 
working of the market economy, the system popularly 
called Capitalism. Capitalism is essentially mass produc- 
tion for the satisfaction of the needs of the masses. 
While in the precapitalistic ages the processing indus- 
tries catered almost exclusively to the wants of a minor- 
ity of well-to-do, modern business serves the much talked 
about common man. ... There is no other means for 
business to prosper and to grow into bigness than to 
render its products and services accessible to the many. 
The shops that produce luxury goods for the few remain 
small or at least medium-size. Thus Capitalism resulted 
in an unprecedented improvement of the masses’ stand- 
ard of living. ... The average American wage earner 
enjoys amenities of which the richest princes and lords 
of the precapitalistic ages did not even dream.” 
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APRIL - 


MAY 





Thursday—28 


Pennsylvania Electric As- 

sociation, Systems Opera- 

tion Committee, begins 
meeting, Bedford, Pa. 


Friday—29 


Northwest Electric Light 

and Power Association ends 
three-day engineering con- 
ference, Missoula, Mont. 


Saturday—30 


Radio Television News Di- 
rectors Association begins 
spring board of directors 
meeting, New York, N. Y. 


MAY 


Sunday—1 


Chamber of Commerce of 

the United States begins 

annual meeting, Washing- 
ton, D. C. 








Monday—2 


Edison Electric Institute, 

Prime Movers Committee, 

begins meeting, New Or- 
leans, La. 


Tuesday—3 


Wisconsin Utilities Asso- 

ciation will hold account- 

ing conference, Delavan, 

Wis. May 15-17. Advance 
notice. 


R 


Wednesday—4 


National Association of 

Electrical Distributors ends 

four-day annual convention, 
Dallas, Tex. 


Thursday—5 


Indiana Telephone Associa- 

tion ends two-day annual 

convention, Indianapolis, 
Ind. 





Friday—6 


American Water Works 

Association, Pacific North- 

west Section, ends three- 

day annual meeting, Port- 
land, Ore. 


Saturday—7 


Pacific Coast Electrical As- 
sociation will hold annual 
convention, Las Vegas, 
Nev. May 16-18. Advance 


notice. 


Sunday—8 


National Industrial Service 

Association, Inc., begins 

annual convention, Miami 
Beach, Fla. 


Monday—9 


Institute of Radio Engt- 
neers begins symposium, 
Coronado, Cal. 








Tuesday—10 


American Institute of Elec- 

trical Engineers begins 

farm electrification confer- 
ence, Omaha, Neb. 


Wednesday—11 


Wisconsin Telephone Asso- 

ciation ends two-day an- 

nual convention, Milwau- 
kee, Wts. 


© 


Thursday—12 


Public Utilities Advertising 

Association begins annual 

convention, New York, 
ING Y. 


Friday—13 


Edison Electric Institute- 
American Gas Association 
end five-day annual confer- 
ence on operation of public 
utility motor vehicles, New 
Orleans, La. 
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Courtesy, The Peoples Gas Light & Coke Company 


Dehydrating Gas Stored Underground 
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Located at Herscher station, the principal underground gas 
storage facility of the Natural Gas Storage Company, 
this equipment extracts water vapor and other 
impurities from stored gas before it 1s 
sent to the Chicago market. 
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Why Not Private Placements 
for Utility Shares? 


By WILLARD F. STANLEY* 


By private placement of blocks of common utility stocks, not only would 
the cost of such procedure be lowered, but diminution in market price that 
usually follows announcement of public sales could be avoided. Reduced 
selling expenses would also make it feasible to issue stocks oftener and in 
smaller amounts. The many benefits of such a method of raising additional 
capital seem to merit serious consideration by utility managements. 


RIVATE placement of senior securities 
of utilities (i.¢e., bonds, debentures, 
and preferred stock) has long been 
an important and successful aspect of util- 
ity finance. Private placement, of course, 
means that the sale arrangements for the 
entire issue have been negotiated privately 
with a single purchaser or group of pur- 
chasers, so public sale of the security is 
unnecessary. 
But to the writer’s knowledge, few if 
*President, Corporate Services, Inc. New York, 


New York. For additional personal note, see 
“Pages with the Editors.” 


any efforts have been made to apply the 
private placement method to sales of 
blocks of additional utility common stock. 


Yet, from the standpoint of saving in 
expenses, there is more reason for private 
sales of common stock than of senior se- 
curities, for the expenses of sale of the 
former are much higher. While an accu- 
rate summation is difficult to arrive at, it 
seems reasonable to assume there are over 
100 electric, gas, and telephone utilities 
whose operations are sufficiently small to 
require the periodic public sale of a rela- 


APRIL 28, 1960 








PUBLIC UTILITIES FORTNIGHTLY 


tively small amount of additional common 
stock. Whether the stock is offered to 
stockholders or sold directly to the invest- 
ing public, the selling expense bulks large 
as a percentage of the proceeds of such 
a small issue. This is primarily because the 
cost of distributing common stock is a 
higher per cent of the proceeds than in 
the case of bonds and other senior securi- 
ties, but also because many of the ex- 
penses of sale (such as preparation of the 
prospectus—or its equivalent if the issue 
is below $300,000—as well as printing, 
legal, and accounting charges) are all not 
reducible below certain minimum regard- 
less of how small the offering may be. 


HAT would constitute only a moder- 

ate percentage for total expenses on 
the sale of $2 million of additional com- 
mon stock, becomes burdensome if applied 
to proceeds of an issue involving only 
$250,000 to $750,000. And yet a great 
many of the smaller utilities find that their 
annual common stock requirement to fi- 
nance expansion and maintain their com- 
mon stock equity ratio of capitalization 
falls within the range of the above figures. 
At the high dollar side of this range, ex- 
penses of sale may run to 6 per cent or 
7 per cent over all, while toward the bot- 
tom of the range, the percentage can rise 
drastically to as high as 10 per cent or 
even more. By far the greater part of these 
expenses can be eliminated by private 
placement. 

Why has not the private placement tech- 
nique already been applied widely to sales 
of small common stock issues? One reason 
is that many of the logical suppliers of 
these funds have only developed in a large 
way in comparatively recent years, while 
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others have not been permitted until fairly 
recently to buy common stocks. 


Who Would Buyers Be? 


be would be the buyers of these 
small common stock issues? There 
are several logical groups: 


1. First, and perhaps what may prove 
the most fruitful field for common stock 
private placements, are the investment 
trusts, particularly the “open-end” variety 
called “mutual funds.” While many of the 
mutual funds have a long history, this in- 
dustry has come to be one of the major 
investment media only during the past ten 
years. “Closed-end” trusts are of longer 
standing and should also be interesting 
prospects for private sales of common 
stock. This latter type of investment trust 
is seldom inhibited in any way as to the 
type or amount of securities it may pur- 
chase. Open-end mutual funds have a stat- 
utory limit prohibiting investment of more 
than 5 per cent of their assets in securities 
of any corporation. But most of them 
have by now grown so large that they 
could readily absorb within this limit, if 
desired, as high as a $1 million issue of 
utility common stock from a single com- 
pany. 

2. Next in line as attractive prospects 
are the so-called “stock” (as distinguished 
from “mutual”) insurance companies, 
selling fire, casualty, and life insurance. 
Normally these companies are not serious- 
ly restricted as to the scope of their equity 
investments. 

3. Next in order come the pension 
trusts, which have developed so rapidly 
within the past few years. Ordinarily, 
these aggregations of capital can be ex- 
pected to have no important restrictions 

















on the type or amount of their invest- 
ments in common stock. 

4. Mutual life insurance companies (and 
savings banks in the northeastern states) 
are limited as to common stock invest- 
ments to a minor percentage of their ac- 
cumulated surplus. However, none of the 
large mutual life insurance companies is 
understood to have yet invested anywhere 
near its permitted allotment in this type 
of security, leaving them free, as a prac- 
tical matter, to make substantial further 
common stock investments. 


Problems of Private Placements 


W= are the problems confronting 

utilities which may embark upon 
private placement of their common stock ? 
Competitive bidding does not seem likely 
to be a serious impediment. In those juris- 
dictions where the utility is subject to a 
regulatory commission which requires 
competitive bidding on common stock is- 
sues, it seems probable that exemption 
from the requirement could be obtained 
for a small issue by a showing of the sub- 
stantial savings in expense which would 
be realized by this form of financing. 

The matter of listing is of importance. 
Many of the smaller utilities (including 
those most likely to profit by use of the 
private placement device) do not have 


WHY NOT PRIVATE PLACEMENTS FOR UTILITY SHARES? 


their stocks listed on any stock exchange, 
although in most of these cases an active 
market for the stock is maintained in the 
unlisted ‘‘over-the-counter” market. 


oe up in order the various types 
of prospective institutional investor 
in relation to listing, 


(1) There is no listing restriction 
as to investment companies, although 
“open-end” mutual funds usually prefer 
listed securities because, as a matter of 
routine, it is simpler and easier to make 
the necessary twice-daily check of mar- 
ket values as to listed stocks in order to 
arrive at the total asset value of the 
fund. 

(2) “Stock” insurance companies 
likewise are believed normally to have 
no legal or policy restrictions on listing 
of their common stock investments. 

(3) The same is probably true of 
most pension trusts. 

(4) Both mutual life insurance com- 
panies and savings banks are limited by 
law to investing in common stocks listed 
on a national exchange. 


Whatever predilection the investment 
companies, “stock” insurance companies, 
and pension trusts may have in favor of 
listed equities may be offset or overcome 
by the bargain discount they could obtain 


Worth Serious Management Consideration 


— assumed novelty of the proposed new method tends to 

place it in an exploratory category. Perhaps difficulties pres- 

ently unforeseen by the writer may develop. But the possibility of 

avoiding a burdensome percentage of expense, plus the ability to 

sell small blocks of stock under favorable market conditions without 

diluting per share earnings, seems to make the proposal worthy of 
serious exploration by public utility management.” 
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upon purchase of blocks of common stock 
on private placement, as herein below de- 


scribed. 


Analysis of Various Expenses 


ee going into the matter of a “dis- 

count” in price for common stock 
sold privately as compared with the nor- 
mal market price, let us first exhaust the 
subject of expenses. Those referred to 
above are solely out-of-pocket expense to 
which the issuing company is put—either 
commissions to underwriters or other costs 
of issuing the securities, such as preparing 
the prospectus or equivalent document, 
accounting, legal counsel, preparation of 
the new securities, etc. 

But there is another expense which may 
fairly be attributed to common stock pub- 
lic offerings. It is more insidious than the 
others in that it is difficult to exactly de- 
termine as to amount. It is represented by 
the diminution in the price which the com- 
pany receives upon public sale of its stock, 
either to stockholders upon subscription 
rights, or to underwriters for public dis- 
tribution. 

This indirect, but none the less 
vital, expense is brought about by the mar- 
ket weakness which commonly accom- 
panies an announcement by a company 
that it intends to issue additional common 
stock. This weakness is usually based upon 
the factor of temporary dilution of per 
share earnings owing to the fact that the 
funds from sale of the stock cannot be put 
to work rapidly and profitably. It may be 
some time before an orderly investment 
of the new funds may be made in the con- 
struction of additional facilities. During 
this period there is no increase in income 
to balance the additional number of out- 
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standing shares over which the income 
must be spread. 


M2" utilities, under uniform systems 
of accounting prescribed by federal 
and state regulatory commissions, credit 
income with an item designated “interest 
during construction.” This item custom- 
arily includes the assumed cost of the 
equity funds used in construction prior to 
completion of the projects. This item is 
often sufficient to carry or partially offset 
the cost of the new equity money and thus 
eliminate the temporary dilution factor. 
Nevertheless, except under extremely fa- 
vorable market conditions, which cannot 
be counted upon to prevail permanently, 
there has been, historically, a tendency of 
common stock as to which a new offering 
has been announced to decline in the mar- 
ket. This reduction in market value oper- 
ates to reduce, at least to a small degree, 
the per share price which the company re- 
ceives upon ultimate sale of the new stock. 
This factor of reduction in selling price 
is absent where a private placement is 
employed, since there would be no public 
announcement of the new issue of stock, 
and, consequently, the market would not 
be adversely affected. Knowledge of the 
issuance of the new stock would custom- 
arily not become public until after the 
sale had actually been completed, This is 
customary procedure upon private place- 
ments of senior securities. 

Any such diminution in price upon a 
public stock offering should, therefore, 
add to the overall expense of the issue in 
comparing a public offering with a private 
placement of common stock. This loss to 
the issuing company by way of diminution 
of market price is not applicable to public 








sales of senior securities and therefore 
constitutes another reason why private 
placement is more important to the com- 
pany in the case of common stock than 
other types of security. 


Other Expense Factors 


HEN there is another factor affecting 

overall expense. If an institution pur- 
chased listed shares on the stock exchange, 
minimum commission would be about one 
per cent. It seems probable that this com- 
mission could be avoided where shares 
were purchased privately, directly from 
the issuing company. 


WHY NOT PRIVATE PLACEMENTS FOR UTILITY SHARES? 


Therefore, to the out-of-pocket expense, 
which may reach a maximum of 10 per 
cent (or even greater), normally to be ex- 
pected in a public sale of a small block of 
additional common stock, can be added 
estimated reduction in price arising by rea- 
son of the announcement of the new issue, 
plus, on the other side of the ledger, the 
cost to the institutional investor of invest- 
ing a like amount of funds in listed se 
curities. While varying widely between 
companies and under different situations, 
a 2 per cent decline in market price, fol- 
lowing announcement of a new common 
stock issue, would seem well within the 


New Stock Offerings Tend to Drop in Price 


. except under extremely favorable market conditions, which cannot 





be counted upon to prevail permanently, there has been, historically, a 
tendency of common stock as to which a new offering has been announced 
to decline in the market. This reduction in market value operates to reduce, 
at least to a small degree, the per share price which the company receives 
upon ultimate sale of the new stock. This factor of reduction in selling price 
is absent where a private placement is employed, since there would be no 
public announcement of the new issue of stock, and, consequently, the mar- 
ket would not be adversely affected. Knowledge of the issuance of the new 
stock would customarily not become public until after the sale had actually 
been completed. This is customary procedure upon private placements 
of senior securities.” 
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realm of reason as something of a mini- 
mum. 

Using an assumed 10 per cent of direct 
expense on a small issue, plus a 2 per cent 
reduction in market value, and a 1 per 
cent stock exchange commission, it will be 
found that the total amounts to 13 per 
cent of proceeds of sale. With a $500,000 
offering, such a percentage would amount 
to $65,000—a substantial item, both in 
dollars and as a percentage of the funds 
raised. While the dollar amount would, of 
course, be smaller on lesser amounts of 
new stock, the percentage expense would 
remain constant or perhaps even increase. 


Savings Could Be Split 


make the private purchase attractive 
to the institutions, this aggregate 
overall amount of expenses might be split 
between the two parties, still leaving the 
company a 6.5 per cent net saving as com- 
pared with a public sale—$32,500 on a 
$500,000 issue. But it might not be neces- 
sary for the issuer to offer such a large 
proportion of the saving in expense to the 
purchasing institution. Perhaps a net dis- 
count from market value of 5 per cent or 
even less, would be sufficient to attract 
the institution to make the purchase. This 
“division of the spoils” would, of course, 
be the subject of negotiation in each in- 
dividual case. 


Relative Size of Stock Offering 
Important 


toe factor does seem of importance in 

connection with attracting institu- 
tional buyers and that is that the propor- 
tion of stock being privately sold to the 
total shares to be outstanding should be 
small enough to enable the purchaser to 
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dispose of it in the market, when and if 
desired in the future, without undue delay 
or sacrifice in price. 

In cases where an institution might have 
doubts as to the ability of the market to 
absorb rapidly, without price sacrifice, the 
entire amount of the proposed new issue, 
the problem might be met by dividing the 
new issue among several institutions, each 
taking a part. Such a division would not 
improve market demand but it would tend 
to make it more unlikely that the full 
amount of the new issue would be liqui- 
dated at once, it being improbable that all 
the institutions would wish to liquidate 
simultaneously. This method could also be 
used to meet cases where legal or policy 
restrictions of the interested institutions 
prevented any one of them from purchas- 
ing the entire proposed new stock issue. 


Smaller Stock Issues Could Be Made 


po placement of common stocks, if 
found feasible with institutional in- 
vestors, can well have another important 
value to issuing utilities. At present the 
tendency would logically be to avoid nu- 
merous public offerings of small amounts 
of common stock in order to prevent sell- 
ing expense from rising to a burdensome 
percentage of the proceeds raised. To re- 
duce proportionate expense by increasing 
the size of the issue would raise equity 
funds beyond the company’s needs and 
thereby dilute per share earnings, perhaps 
with adverse market repercussions. 

On the other hand, to delay issuing com- 
mon stock in order to await the time when 
a larger block can be sold and the funds 
economically used, may result in loss to 
the issuing company if market conditions 
should then be unusually favorable and if 
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thereafter they deteriorate. Under the pri- 
vate placement method, the company 
would be able to take advantage of favor- 
able market conditions by selling small 
blocks of stock as the funds were needed 
without having to consider the factor or 
prohibitory expense which would be in- 
volved in a public offering of a similar 
amount. 


HE assumed novelty of the proposed 

new method tends to place it in an 
exploratory category. Perhaps difficulties 
presently unforeseen by the writer may 
develop. But the possibility of avoiding a 
burdensome percentage of expense, plus 
the ability to sell small blocks of stock 
under favorable market conditions with- 
out diluting per share earnings, seems to 
make the proposal worthy of serious ex- 


ploration by public utility management. 


 amiede an approach could be made 
to various institutions, through the 
EEI or otherwise, to determine and 
tabulate what types of institutional 
investor might be interested in purchasing 
all or parts of new common stock issues 
under this method. A record might also be 
obtained of individual institutions in the 
various categories which were so inter- 
ested. A company desiring to negotiate a 
private sale of a forthcoming common 
stock offering could then circularize the 
institutions indicating interest in the 
method, ascertain the institution or insti- 
tutions indicating interest on the most 
favorable basis, and then proceed with 
negotiations covering the specific terms 
affecting the sale of the new stock. 





How Long Will Lake Mead Last? 


LOYD E. DOMINY, U. S. Reclamation Commissioner, directs at- 

tention to a statement appearing in the February 8th issue of 
PUBLIC UTILITIES FORTNIGHTLY to the effect that Lake Mead 
on the Colorado river behind Hoover dam would be so silted up 
within twenty-five years as to destroy hydro power production, Mr. 
Dominy refers to the Geological Survey of 1954, which indicates 
that "it will be a century before the sediment at the dam reaches 
the level of the lowest gates in the intake towers, and more than four 
centuries before the reservoir is filled with sediment to the level of 
the permanent spillway crest." 

Actually, as Mr. Dominy points out, the construction of other 
storage dams on the river and its tributaries, such as Glen Canyon 
dam now under way downstream from the Utah-Arizona line, should 
reduce the sediment inflow to Lake Mead and extend its useful life 
by many more centuries. It would seem that there is no responsible 
professional basis for the estimate that Lake Mead's power reservoir 
potential would be destroyed or even seriously impaired within 
twenty-five years. 
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Obsolescence versus 
Tax Depreciation 
for Electric Utilities 





By C. P. GUERCKEN* 


The increased rates of growth of electric utilities coupled with tech- 

nological developments point to need for higher depreciation pro- 

visions for tax purposes to compensate investors for the increased 
business risks in the industry's future. 


Foreword 


HE Internal Revenue Code provides 
that the depreciation allowance for 
each year should be sufficient in the 
aggregate to recover the cost of depre- 
ciable property at the end of its estimated 
useful life. Among the factors to be con- 
sidered in determining such life expect- 
ancy are the progress of the art, economic 
changes, inventions, and current develop- 
ments within the industry and the taxpay- 
er’s trade or business. 
The emphasis placed on the determina- 
tion of composite tax depreciation rates, 


*Assistant to vice president, Ebasco Services 
Incorporated, New York, New York. For addi- 
tional personal note, see “Pages with the Editors.” 
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based on the assumption that the past re- 
tirement history is the measure or indica- 
tion of a future course of the private util- 
ity industry, places entirely too much 
weight on past history and does not make 
adequate allowance for present and prob- 
able future developments. The tremendous 
increase in the current rate of growth in 
the utility industry from before and after 
World War II, both in capacity and in- 
vestment, accompanied by the radical 
changes in technology, will hasten inade- 
quacy of existing property. The shortened 
average service lives will make the record 
of past retirements much less significant 
in setting the sights for present and future 
tax depreciation determinations. 
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| paeaaergate for tax purposes is com- 

puted formally in accordance with 
tax Iaws and regulations as interpreted 
by the Internal Revenue Service and the 
courts in order to determine a statutory 
deduction in measuring net income sub- 
ject to tax. Accounting provisions for de- 
preciation in the case of utilities, on the 
other hand, represent essentially one fac- 
tor of operating costs computed in accord- 
ance with a different set of rules and 
regulations promulgated by either state 
or federal regulatory bodies. There is no 
identity of requirements with respect to 
depreciation computations as between the 
tax laws on the one hand and the regula- 
tions of the regulatory bodies on the other. 
In fact there is bound to be a distinction 
due to different sets of circumstances, and 
there should be no implication that one 
method is correct and the other incor- 
rect. 

The amount of depreciation taken be- 
longs in the realm of top corporate policy. 
While age-life studies are an important 
item in management’s decision to use a 
certain rate of depreciation, such decision 
cannot be made without an awareness of 
the economic and regulatory climate in 
which the utility operates. 

The following is a summary of indus- 
try conditions and developments relevant 
to the determination of an adequate de- 
preciation allowance: 


Production 
| precons utility industry more than 
doubled its generating capacity from 
1949 to 1958. Corresponding growth will 
be maintained for at least twenty years. 
Tremendous growth in demand for 
power requires much larger machines. 


The improved overall operating efficiencies 
attained with these new machines will 
shorten useful lives of smaller inefficient 
machines installed prior to 1948. 

Changes in peaking requirements from 
one to two peak seasons will accelerate 
retirement of small, marginal equipment 
due to changing economies of operation. 

Property retirements since 1952 have 
increased substantially over the period 
prior to 1952 and will continue to in- 
crease materially over the next ten years. 

Inflationary trend will increase operat- 
ing and extraordinary repair costs of 
older and less efficient equipment, more 
than newer efficient automated equip- 
ment, and consequently will shorten its 
useful life. 


.. does not affect average capi- 


tal cost per kilowatt of steam capacity 
to the same extent as it affects operating 
costs, primarily because of the larger size 
units. Thus, pressure will mount to retire 
older machines with high operating costs 
and construct larger and more efficient 
ones at no greater cost per kilowatt. 

Increases in land values and ad valo- 
rem taxes and scarcity of plant sites will 
spur retirement of older machines and 
replacement by larger and more efficient 
machines. 

Automation of power plants will in- 
crease efficiency and reduce operating 
costs, thus shortening the life of smaller 
manually operated plants not readily 
adapted for automation. 

Development of nuclear power, fuel 
cells, and other new technological ad- 
vances in power generation pose an in- 
creasing threat of obsolescence that will 
shorten life of existing equipment. 
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Transmission 

rene costs of rights of way will 

make it necessary to rebuild lines to 
higher voltages rather than extending cir- 
cuit miles, thus shortening the lives of 
older transmission equipment. 

Development of super high-voltage sys- 
tems will permit greater shifting of loads 
between adjacent systems and force re- 
tirement of older generating units in- 
cluding those used for peaking purposes. 

Relocation of transmission lines due to 
multibillion-dollar highway program will 
increase materially the rate of retire- 
ments. 


Distribution 

| ewer residential use of ‘electricity 

has increased from 1,563 kilowatt- 
hours in 1948 to 3,366 kilowatt-hours in 
1958. Current projections indicate that 
use of power per residential customer will 
at least double the 1958 rate in the next 
decade. 

Increased consumption of power will 
require replacement of existing trans- 
formers and other distribution equipment, 
and possibly higher distribution voltage. 

Placing distribution lines underground 


in residential communities will shorten 
life of overhead lines and equipment. 


Growth of Generating Capacity of 
Electric Utility Industry 


7 distinct and radically different 
trends can be observed in the growth 
of total generating capacity. From 1922 
to 1948 installed capacity increased 42.4 
million kilowatts from 14.2 million to 
56.6 million kilowatts. In the nine-year 
period of 1949 to 1958 the industry 
more than doubled its capacity from 63 
million kilowatts to 142 million kilowatts. 
In terms of annual percentage growth, 
the accompanying chart shows two dis- 
tinct trends — from 1922 to 1948, and 
from 1949 to 1958. The industry’s capac- 
ity grew at an annual compound rate of 
4.75 per cent per annum from 1922 to 
1948, but from 1949 to 1958 this already 
substantial growth increased to an un- 
precedented 9.13 per cent compounded. 
This definite break is shown in Chart A, 
page 588. A similar Chart B, page 588, 
shows the growth and trend in steam-gen- 
erating capacity. 
The annual projections of the EEI, 


Classic Example of Accelerated Obsolescence 


i tmnt obsolescence has happened in other industries such as, for 
example, the railroads, when in 1934 the Burlington and Union Pacific 
railroads ran their first diesel electric trains. In that same year, looking back 
into the history of locomotive retirements, and using all of the then known 
statistical and actuarial techniques, an informed individual could firmly say 
that a steam locomotive built in 1934 would still be on the road in 1964. 
However, ten years later it was clear that the steam locomotive was on its 
way out, Even engines bought in that year were scrapped two or three years 
tater, because the diesel with its economies introduced a factor of extraor- 
dinary obsolescence, which put the steam locomotive in the museum of 
transportation history. The fact is that few people realized that a major 
breakthrough had taken place when the railroads purchased their first diesel." 
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Ebasco, and other authorities show con- 
clusively that this growth will be main- 
tained for at least twenty years. Thereare, 
therefore, two distinct periods of growth 
which must be considered—the rate be- 
fore 1948 and the rate subsequent to that 
period—and to that extent the future 
economy of the industry bears little rela- 
tionship whatever to the earlier, pre-1948 
period. In the first of the two periods 
the average annual capacity additions 
amounted to 4.65 million kilowatts, while 
in the subsequent period ending in 1958 
these additions jumped to 9.61 million 
kilowatts per annum, or an increase of 
106 per cent. It should be noted that the 
projected annual increases through 1965 
amount to 13.37 million kilowatts of 
capacity, or an amount which is slightly 
less than the total installed capacity at the 
end of 1922. All this will tend to increase 
the rate of retirements and consequently 
the need for higher depreciation rates. 


Growth of Machine Sizes 


HESE tremendous rates of growth 

have been accompanied by even 
larger increases in the average size of 
machine installed. Prior to 1947 steam 
turbine generators were not only very 
small, but the rate of their growth in 
size was extremely slow. According to the 
FPC the capacity of the average size ma- 
chine of the mid-twenties was only 11,- 
293 kilowatts. By the mid-thirties it had 
increased only to 13,185 kilowatts, or an 
increase of only 17 per cent. 

The foregoing data relate to average 
size of machines installed, since there is 
no other industry information subsequent 
to 1941. With respect to machines in- 
stalled in any particular year, to give a 


better indication of the progress of tech- 
nology and of the growth of machine 
sizes, it should be noted that in 1937 the 
average size of machine purchased by 
Ebasco clients had a capacity of 20 milli- 
watts. By 1947 the average size of ma- 
chine had doubled to 40 milliwatts. Had 
machine sizes continued to increase as 
they did in the earlier decade, they would 
have gone up only from a minimum of 
60 milliwatts to a maximum of 80 milli- 
watts. However, due to the growth in 
needs of electric utilities as well as the 
progress of technology, the average size 
machine in 1957 had a capacity of 200 
milliwatts, five times the size of machines 
sold in 1947. Currently, the predictions 
are that in another decade machine sizes 
will increase again to the same degree as 
from 1947 to 1957, and manufacturers 
will be able to supply cross compound 
units of 1,000 milliwatts or more. This 
size of machine is not unreasonably large 
and may even be on the conservative side, 
as evidenced by the recent bid by West- 
inghouse to TVA which indicated that 
this manufacturer was prepared to build 
a cross compound machine of 800 milli- 
watts and tandem compound machines of 
500 milliwatts. 


r is of interest to note that the EEI’s 
Semi-Annual Electric Power Survey 
shows that as of April 1, 1959, only 8.7 
per cent of machines on order were under 
100 milliwatts in size, while machines 
from 150 milliwatts to 250 milliwatts 
totaled 42.3 per cent of total capacity. 
It is significant that over 26 per cent of 
total capacity was for machines of 300 
milliwatts to 400 milliwatts capacity. The 
dramatic growth of machine sizes is illus- 
trated on Chart C, page 588. 
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The tremendous growth in machine 
sizes, both present and projected, along 
with other factors mentioned herein, will 
tend to shorten the useful life of existing 
machines built prior to 1947. The average 
size of the machines of the mid-sixties 
will be anything from ten to twelve times 
the size of the machines built in 1947, and 
will operate at thermal efficiencies un- 
dreamed of then. For the industry as a 
whole, in the mid-forties it took 16,000 
Btu to generate one net kilowatt-hour. By 
1960 the thermal efficiency will have in- 
creased to 10,800 Btu per net kilowatt- 
hour generated, while the most efficient 
plants will have a heat rate of 8,000 Btu 
per net kilowatt-hour, less than one-half 
that of the earlier decade. Both the 
growth in size and the unprecedented in- 
crease in thermal efficiencies and economy 
of maintenance will inevitably tend to 
shorten the useful lives of the smaller, 
less efficient machines, 


Growth of Maximum Demands 

HE foregoing increases in capacity 

have, of course, been the result of a 
continually expanding market for electric 
power. While in the seventeen years from 
1922 through 1939 peak loads increased 
180 per cent, the increase from 1940 to 
1957 was 260 per cent. Considering the 
fact that in the first period the utility in- 
dustry was by present standards in its 
infant stage, the subsequent rates of in- 
crease were indeed phenomenal. However, 
great as this has been, the future in which 
the industry will achieve substantial ma- 
turity indicates equally promising de- 
velopments. The estimate by Electrical 
World from 1958 to 1975 shows an in- 
crease of 242 per cent, or 7.5 per cent 


compounded per annum, or far greater 
than the rates of growth in the twenties 
and _ thirties. 

Another indication has been the fact 
that from 1922 to 1948, which is the 
breaking point on Chart A, the average 
annual increase in peak load amounted 
to 1.67 million kilowatts. In the period 
from 1949 through 1958 this accelerated 
to 6.40 million kilowatts per annum, an 
increase of 282 per cent. It is significant 
to note that the estimated increase in peak 
load of 1959 over 1958 of 12.1 million 
kilowatts is nearly two million greater 
than the total demand in 1922. The prime 
significance of this growth is that these 
ever-increasing increments of load which 
the systems will have to handle every 
year will require bigger and bigger ma- 
chines. They will significantly shorten 
the useful life of machines installed prior 
to 1948, 


Developments in Peak Loads and 
Peaking Capabilities 

|. amen development which is occur- 

ring and which will have a material 
bearing on the useful lives of even fairly 
recently installed machines is the change 
in the shape of the annual load curve. 
According to the twenty-fifth Annual 
Power Survey issued by the EEI, by 1961 
summer peak loads will equal the peak 
loads for the following December. The 
significance of this is that, on the average, 
peaking units which have to date run 
once a year for, say, 100 hours per year 
will now have to run twice a year and 
thus change the relative cost economies 
of this marginal peaking equipment. 
While machines may have been just mar- 
ginal for 100 hours’ operation per annum, 
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Technological Breakthroughs Will Affect Depreciation 


“ A MAJOR breakthrough in the application of computers for the com- 

pletely automatic operation of steam electric stations has now taken 
place. One of the factors that had previously held up such automation was 
the lack of reliability in the operation of vacuum tubes in computers. How- 
ever, the development of reliable transistorized computers has now put the 
utility industry in a position where it can avail itself of completely automatic 
operation. . . . Development of nuclear power appears to be on the thresh- 


old of a major breakthrough. While currently there is only one plant (Ship- 
pingport) of 100-milliwatt capacity in commercial operation, the estimated 


rate of growth indicated by equipment manufacturers is so rapid that by 
1975 over 25 per cent of the capacity installed in that year will be in the 
form of nuclear power. There has been generally a tendency to underestimate 


the rate of growth in the development of atomic energy on the grounds that 
conventional fuels are cheap and in addition progress is still continuing in 


the improvement of efficiency of conventional plants." 


running them twice a year, or 200 hours torically have served out the remainder 


per vear, will result in increased opera- 
tion and maintenance costs which are 
likely to destroy the margin formerly 
existing over new machines of improved 
overall operating efficiency. 

Incremental or peaking capacity can 
be built into new large units to provide 
peaking capability at low incremental 
cost. This development will shorten the 
useful lives of smaller inefficient machines 
installed prior to 1948 which would his- 
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of their lives as peaking machines. 
Changes in peaking requirements from 
one to two peak seasons will further en- 
hance the value of these incremental 
capacity units. These new machines would 
be base loaded at normal rating prior to 
the time of system peaks and their addi- 
tional capacity can be obtained instanta- 
neously for peaking. The older machines 
would require warm-up time before they 
would be available for developing power. 
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Hence their value to the systems would 
decrease and their retirement would be 


hastened. 


Analysis of Present and Future 
Retirements 

AY analysis of retirement data for the 

industry as a whole is limited not 
only by lack of good statistics, but also 
by the fact that such figures as there are 
date back only to 1946, at least as far 
as capacity is concerned. In the tabulation 
shown below are the new steam additions 
and retirements in milliwatts from data 
supplied by the Federal Power Commis- 
sion : 


NEW STEAM ADDITIONS AND 

RETIREMENTS IN MILLIWATTS 
Per Cent 
Retire- 
ments of 

Year Additions Retirements Additions 


10,818 449 
649 


1 
Ave. 


“ 


“1952-58 
Inc. 1946-52 196% 28.78 


Since this is all the data available, the 
mid-point was taken as 1952 in order to 
divide the series into two parts for com- 
parison. It is significant that while capac- 
ity additions increased 129 per cent, re- 
tirements in the latter period increased 
196 per cent, or a relative gain of over 
one and one-half times. Per cent retire- 
ments of additions also showed a sub- 


stantial rate of acceleration. While the 
earlier period showed per cent retirements 
of additions of 3.44 per cent, the 1952-58 
period showed 4.43 per cent, or a relative 
increase of 1.29 times. While the 
increase in retirements is already sub- 
stantial, it is necessary to look into the 
immediate future for a major accelera- 
tion in the rate of plant retirements. 

Another ratio of considerable impor- 
tance is the relationship of the average 
retirements to the average installed steam 
capacity in the above two periods. The 
average for the 1952-58 period was .302 
per cent, while in the 1946-52 period it 
was .191 per cent. This indicates that 
there was an increase in the rate of retire- 
ment of 58 per cent in the later over the 
earlier period. 

Because of the installation of the ma- 
chine sizes previously mentioned, it is 
clear that the rate of retirement over the 
next ten years will be materially greater 
than it has been in the immediate past. 


Effect of Inflation on Future 
Course of Retirements 
| ypercon inflation, wherein the value 
of the dollar has eroded at the rate 
of 3 per cent to 4 per cent per annum, 
has now become a part of the national 
economic picture in spite of periods of 
temporary price stability. Thus labor, 
fuel, materials, and supplies will all con- 
tinue to increase in unit price and will 
thus have a material bearing on the useful 
lives of older equipment where the econ- 
omies of automation and other increments 
in overall operating efficiency cannot be 
economically achieved. 
It should be clearly understood that 
many older stations are marginal by na- 
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ture. Hence even a small increase in the 
cost of fuel, maintenance, materials, and 
supplies, or labor, will put them at an 
economic disadvantage, possibly even for 
peaking purposes. 

A large number of long-term gas con- 
tracts entered into some years ago are 
currently expiring. Today, new contracts 
for large-volume, long-term supply of gas 
are being priced over 20 cents in the 
Southwest, and all contracts include esca- 
lation which generally provides that, over 
a ten-year period, the cost of gas will be 
up as much as 50 per cent. It is reason- 
able to expect that the price of coal, oil, 
and gas will keep pace with the general 
trend of prices. 

Even where peaking operation of older 
plants is so short in duration as to elimi- 
nate fuel cost and thermal efficiency as 
controlling factors in the marginal eco- 
nomics, the spiraling cost of labor for 
operation and maintenance of the older 
units will destroy the margin in overall 
operating efficiency over that of a new 
unit. 


_ operating costs have been in- 
flated substantially and will con- 
tinue, capital investments per kilowatt of 


steam capacity additions either will re- 
main constant or decline. The reason for 
this is simple. The progress of technology, 
improvement in manufacturing methods, 
and, more important, the tremendous in- 
crease in size of machines, mentioned 
previously, have in many instances offset 
inflationary pressures prevalent today. 
Thus the question does not arise of re- 
placing a machine costing $125 per kilo- 
watt with one costing say $175 or $200 
per kilowatt. With inflation being pri- 
marily confined to the cost of operations 
rather than to capital cost per kilowatt, 
pressure will mount to retire the older 
machines. 


Analysis of Charges to the 
Depreciation Reserve 

i ew following study, while based on 

the book reserve of the electric util- 
ity industry, may have a similar pattern 
with respect to the accounting charges 
which have taken place in the industry’s 
tax reserve. 

Analysis of FPC statistics regarding 
charges to the depreciation reserve during 
the last twenty years was made in two 
periods, one from 1938 to 1947, and an- 
other one from 1948 to 1957. Essentially 


Big Increase Shown in Annual Retirement Rate 


Ml — of the increasing rate of technological progress and the pros- 

pects of a decrease in useful life taking place in the near future, the 
utility industry should have tax depreciation allowances sufficient to create 
tax reserves to retire some of the high cost of property installed in the 1949 
through 1958 period. Recent statistical studies by the tax department of 
Ebasco Services indicate that a substantial increase in the annual rate of 
retirements to plant has taken place during the explosive growth of the past 
ten years. Comparing the ten-year band ending in 1958 with the 20-year 
period ending in 1947 indicates an average increase of 50 per cent in the 

rate of retirements." 
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this study consisted of adding to the re- 
serve at the beginning of the year the 
reserve accruals of the current year and 
deducting from it the reserve balance as 
of the end of the year. 

The data show that while the average 
net charges to the reserve in the earlier 
period amounted to $120 million per an- 
num, charges to the reserve from 1948 
through 1957 increased to $223,618,000 
per annum, or a gain of 86 per cent. It 
should be clearly understood at this point 
that any per cent relationship between 
retirements in any particular year and the 
gross plant at the end of that year will 
be substantially distorted because, while 
the dollar retirements are in the “hard” 
dollars of twenty or twenty-five years 
ago, the gross plant figure has been ma- 
terially inflated by the “soft” dollars of 
the additions made in the past ten years. 


make a comparable analysis it is 
necessary to equate both the retire- 
ments and additions to plant on a con- 
stant dollar basis. An approximation of 
this was attempted in the present study 
by assuming that all retirements that were 
made were of dollars of a 1925 vintage 
and similarly all the additions to plant 
from 1937 to 1957 were adjusted to dol- 
lars of 1925 purchasing power. 

The ratio of net charges to reserve to 
gross plant (additions based on constant 
1925 dollars) was .76 per cent for the 
first decade and .96 per cent for the sec- 
ond decade. This is a substantial increase, 
and in view of the projected future re- 
tirements an increase to at least 1.5 per 
cent or 1.75 per cent may be expected 
from 1958 through 1967. 

In any analysis of the future course of 
retirements and reserve requirements con- 


sideration must be given to the economic 
implications of the accelerated ratio of 
expenditures in the private electric utility 
industry. Thus, in the decade from 1929 
through 1938 the total expenditures 
amounted to approximately $400 million 
a year. In the following decade annual 
construction expenditures increased to 
$645 million a year, or a gain of 62 per 
cent, which, while substantial, has been 
dwarfed by the expenditures made from 
1949 through 1958 when the average in- 
creased to $2.78 billion annually, or a 
gain over the preceding ten years of 330 
per cent. In this connection it is of in- 
terest to note that the 1958 construction 
expenditures of $3.76 billion nearly 
equaled the total construction expendi- 
tures of the decade from 1929 through 
1938. 


N respect to the future construction re- 
quirements, estimates for the period 
1959 through 1968 indicate total require- 
ments of nearly $5 billion per annum, an 
increase of 79 per cent over and above 
the expenditures of 1947 through 1959. 

Because of the increasing rate of tech- 
nological progress and the prospects of a 
decrease in useful life taking place in the 
near future, the utility industry should 
have tax depreciation allowances suff- 
cient to create tax reserves to retire some 
of the high cost of property installed in 
the 1949 through 1958 period. 

Recent statistical studies by the tax 
department of Ebasco Services indicate 
that a substantial increase in the annual 
rate of retirements to plant has taken 
place during the explosive growth of the 
past ten years. Comparing the ten year- 
band ending in 1958 with the 20-year 
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period ending in 1947 indicates an aver- 


age increase of 50 per cent in the rate of * 


retirements. 
Details of the construction expend- 


material bearing in increasing the rate of 
retirements of smaller and less efficient 
machines installed prior to 1947. The 
effect of increasing land values has been 


particularly noticeable in metropolitan 
areas, where not only have such values 
gone up but there is a shortage of sites 
for the construction of new plants. 

A similar pattern is discerned in other 
areas where electric utilities have had to 
retire smaller machines in order to make 
space available for turbogenerators four 


itures from 1925 through 1975 are shown 
in Chart D, page 588. 


Effect of Land Values on 
Retirement Policies 
: 1 ‘HE increase in price of land due to 
future shortages of central station 
sites which may be expected will have a 


Strong Reasons for Higher Depreciation Rates 


— annual projections of the EEI, Ebasco, and other authorities show 
conclusively that this growth [4.75 per cent annually from 1922 to 1948; 
9.13 per cent annually from 1949 to 1958] will be maintained for at least 
twenty years. There are, therefore, two distinct periods of growth which 
must be considered—the rate before 1948 and the rate subsequent to that 
period—and to that extent the future economy of the industry bears little 


relationship whatever to the earlier, pre-1948 period. In the first of the two 
periods the average annual capacity additions amounted to 4.65 million 
kilowatts, while in the subsequent period ending in 1958 these additions 
jumped to 9.61 million kilowatts per annum, or an increase of 106 per cent. 
It should be noted that the projected annual increases through 1965 amount 
to 13.37 million kilowatts of capacity, or an amount which is slightly less than 


the total installed capacity at the end of 1922. All this will tend to increase 
the rate of retirements and consequently the need for higher depreciation 
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or five times the capacity of the smaller 
machines. While the actual statistics for 
land values are meager and cost of in- 
dustrial land sites unavailable, an indica- 
tion of the increase in all farm lands plus 
buildings is contained in the following 
tabulation : 


Incr. November, 1958, 
Over 1939 


South Atlantic 207% 
East South Central .... 204% 
West South Central .. 126% 
Overall United States .. 140% 


ben price of land is certain to rise, 
first because of the progress of in- 
flation and second because of increasing 
pressures arising from an explosive popu- 
lation growth. The existing sites, there- 
fore, can be better utilized by scrapping 
small, inefficient machines and installing 
larger and more efficient units. The same 
situation applies to availability of central 
station sites without any consideration of 
the cost of land as such. 

The increase in cost of land will also 
have a material effect on transmission 
retirements since rights of way are be- 
coming progressively more expensive, 
with the result that existing low-voltage 
lines have been taken down and towers 
capable of carrying several high-voltage 
circuits have been erected in their place. 
This has been true in Connecticut, Cali- 
fornia, and several other places. 


Effect of Ad Valorem Taxes on 
Retirement Policies 
beer continuing growth of local and 
ad valorem taxes will have a material 


bearing on the future retirement policies 
of utilities. There is greater likelihood of 
smaller and less efficient machines being 


taken out of existing plants and large 
new machines installed in their place 
rather than utilities acquiring new sites 
and constructing new power plants with 
their attendant higher tax assessments. 
Such taxes will increase since the continu- 
ing growth of population requires new 
schools, roads, and other services per- 
formed by the state and its political sub- 
divisions. 

While in 1948 state and local taxes 
amounted to $9.96 per customer for the 
industry as a whole, by 1958 this had in- 
creased to $18.25, or a gain of 83 per 
cent. Comparable gain may be anticipated 
during the next decade. 


Effect of Automation on Retirements 
A= breakthrough in the applica- 
tion of computers for the complete- 
ly automatic operation of steam electric 
stations has now taken place. One of the 
factors that had previously held up such 
automation was the lack of reliability in 
the operation of vacuum tubes in comput- 
ers. However, the development of reli- 
able transistorized computers has now put 
the utility industry in a position where it 
can avail itself of completely automatic 
operation. 

To date, the application of computers 
has been in the gathering, recording, and 
evaluation of data from the various parts 
of the system, and then making such data 
available to system dispatchers. They in 
turn would give the appropriate orders to 
the operators of the steam electric sta- 
tions. 

The reliability of transistorized com- 
puters is such, however, that in addi- 
tion to the foregoing gathering and analy- 
sis of the data received, the computer 
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will, on the basis of such information, 
automatically. start the proper machines 
to synchronize them with the rest of the 
system, optimize operation, and then auto- 
matically shut the station down either be- 
cause of a fault or because of a change 
in the condition of the system load. 

There are three parallel forces behind 
the development of automation. The first 
one is to protect investment, which could 
amount anywhere from $24 million to 
perhaps $40 million for a single machine, 
from the possibility of human failure. 
Secondly, there is the necessity to operate 
machines at their optimum efficiency un- 
der varying conditions of load, and, 
thirdly, the need to reduce operating 
costs. . 


ey Little Gypsy station of Louisiana 


Power & Light Company will be the 
first example of a completely automatic 
operation. The first unit will go into op- 
eration in 1961 to be followed by subse- 
quent units to bring the total capacity up 
to 2,000 milliwatts. In addition to the 
foregoing station, which will be gas-fired, 
Carolina Power & Light will build a fully 
automated coal-fired station. On the West 


coast, Southern California Edison has an- 
nounced that it will construct an auto- 
matic plant both for oil and gas firing. 
The increasing scale of operations of 
utility systems and the rates of growth 
in demand will be such as to force the 
need for automation, and this in turn 
will tend to shorten the useful life of the 
small, manually operated plants. General- 
ly, existing machines cannot be converted 
to computer operation because of the pro- 
hibitive economic costs. 


New Means of Future Power 
Production 

b pemegregid of nuclear power ap- 

pears to be on the threshold of a 
major breakthrough. While currently 
there is only one plant (Shippingport) 
of 100-milliwatt capacity in commercial 
operation, the estimated rate of growth 
indicated by equipment manufacturers is 
so rapid that by 1975 over 25 per cent of 
the capacity installed in that year will be 
in the form of nuclear power. There has 
been generally a tendency to underesti- 
mate the growth in the development of 
atomic energy on the grounds that con- 
ventional fuels are cheap and in addition 


Capital Costs Per Kilowatt Resist Inflation 


opm operating costs have been inflated substantially and 
will continue, capital investments per kilowatt of steam ca- 


pacity additions either will remain constant or decline. The reason 
for this is simple. The progress of technology, improvement in manu- 
facturing methods, and, more important, the tremendous increase 
in size of machines, mentioned previously, have in many instances 
offset inflationary pressures prevalent today. Thus the question does 
not arise of replacing a machine costing $125 per kilowatt with one 
costing say $175 or $200 per kilowatt, With inflation being primarily 
confined to the cost of operations rather than to capital cost per 
kilowatt, pressure will mount to retire the older machines." 
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progress is still continuing in the im- 
provement of efficiency of conventional 
plants. Because of that, the argument 
runs, nuclear power will play only a 
minor role as far as the possibility of the 
complete replacement of existing plant is 
concerned, due to the normal practice of 
“downgrading” machines. However, as 
previously noted, the big conventional 
machines of this era will not lend them- 
selves to peaking purposes without pro- 
hibitive expense. Furthermore, as far as 
cost is concerned, power production from 
nuclear plants is expected to decline in 
cost with great rapidity. 

In a speech by W. L. Budge, marketing 
manager, atomic power department of 
the Westinghouse Electric Corporation, 
on the “progress of commercial power,” 
delivered September 15, 1958, it was esti- 
mated that by 1970 power production 
costs for nuclear power will equal aver- 
age conventional station costs. By 1975, 
such costs will be substantially below 
conventional power production costs, and 
it would appear that by 1985 atomic 
power will become competitive even in 
low-cost areas. Later studies by the in- 
dustry indicate that nuclear power will 
compete favorably with conventional 
fuels in high-cost areas by 1968 or be- 
fore. 


HE direct conversion of heat into 

electric energy should also not be 
discounted as far as the future is con- 
cerned. The old thermocouple concept, 
wherein two dissimilar pieces of metal 
were heated by a gas flame with a result- 
ant flow of electric current, has been re- 
vived both by Westinghouse and other 
manufacturers. The advent of atomic 


heat and of new metals has been such as 
to constitute a major breakthrough for 
competitive sources of power. Westing- 
house recently stated that it now has a 
machine which will be capable of produc- 
ing enough power for an average room. 

In this connection, the recent AEC’s 
development of a small reactor to con- 
vert heat directly into electric energy is 
of interest. While the AEC was careful 
to point out that this device was in the 
early stages of development, no one could 
preclude the eventual elimination of boil- 
ers, turbines, and generators from central 
stations. In fact it is not inconceivable 
that the future trend may be reversed, 
and that instead of distributing energy 
from a central point, each house or in- 
dustrial plant would have its own small 
atomic pile to produce its power require- 
ments. Such a development would tend 
to render existing facilities in the electric 
utility industry obsolete. 

In addition to the above thermocouple 
principle of direct conversion of heat into 
electricity, the General Electric Company 
has announced a device in which the in- 
teraction of hydrogen, oxygen, and water 
produces electric power. 


A independent appraisal of the fuel cell 
situation was contained in an article 
entitled “New Family of Power Pro- 
ducers” in the June 27, 1959, issue of 
Business Week. 

It said in part: 


High Potential—In theory, a fuel 
cell package can be built in almost any 
size and power-generating capacity. If 
more power is needed, two or more 
cells can be hooked up in series. 
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Versatility of the fuel cells appeals to 
scientists. They can select cells for vari- 
Ous purposes, can use them singly or 
in batteries to produce any volume of 
power from microwatts to megawatts 
over various time spans and for various 
voltages and currents. 

Designers will still have to compro- 
mise, for they can’t yet get all the ad- 
vantages of one type of cell, and power 
and efficiency will have to be balanced 
against other considerations, such as 
low-temperature operation, small size, 
long life span, cost of raw materials, 
need for fuel storage equipment. 

As a family of power producers, 
though, fuel cells offer many. benefits: 

A minimum of maintenance and 
care, thanks to the elimination of most 
or all moving parts. 

Greater efficiency, in the area from 
60 per cent to 80 per cent, compared 
with not much over 40 per cent for 
conventional power generators using 
heat and machinery. 

Simplicity of design, since a fuel cell 
doesn’t produce the wastes of a com- 
bustion reaction — heat, smoke, and 
noise. 




















Last week, Yale & Towne’s Presi- 
dent Gilbert W. Chapman predicted 
that a fuel cell breakthrough would soon 
completely transform the business of 
transportation. With such a prospect, 
no company even remotely related to 
the field of power generation can afford 
to ignore the fuel cell. 


HE foregoing evaluation with respect 

to competitive sources of energy 
which face the owners of conventional 
plants is far removed from any wild 
flights of fancy into the land of “Never- 
Never.” Economic obsolescence has hap- 
pened in other industries such as, for ex- 
ample, the railroads, when in 1934 the 
Burlington and Union Pacific railroads 
ran their first diesel electric trains. In that 
same year, looking back into the history 
of locomotive retirements, and using all 
of the then known statistical and actuarial 
techniques, an informed individual could 
firmly say that a steam locomotive built 
in 1934 would still be on the road in 1964. 
However, ten years later it was clear 
that the steam locomotive was on its way 
out. Even engines bought in that year 
were scrapped two or three years later, 
because the diesel with its economies in- 
troduced a factor of extraordinary obso- 
lescence, which put the steam locomotive 
in the museum of transportation history. 
The fact is that few people realized that 
a major breakthrough had taken place 
when the railroads purchased their first 
diesel. In this connection there was no 
“downgrading” of steam locomotives 
from passenger, to freight, to yard serv- 
ice. The steam locomotive went out with- 
out any of the intermediate steps that up 
to now had characterized the electric 
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utility industry. It is believed that a simi- 
lar technological revolution is taking 
place in the utility industry which will 
shorten the useful life of existing prop- 
erty as effectively as that which has taken 
place on the railroads. 


Trend in High-voltage Transmission 
oe study prepared by a leading 

manufacturer indicates that sub- 
stantial retirements may be expected in 
the 23-kilovolt and 34.5-kilovolt trans- 
mission lines. The major growth will be 
in the 138-kilovolt and 230-kilovolt cir- 
cuits. However, over all the per cent rate 
of growth in circuit miles will be sub- 
stantially below the estimated growth in 
load. A particular study made by Wes- 
tinghouse is worthy of a quote as an in- 
dication of its thinking of the future 


course in the development of transmission 
voltages. The memorandum says in part: 


For some time now we have sensed 
a growing rate of obsolescence in the 
utility transmission systems . . . Be- 
cause of the disparate rates of increase, 
between costs of right of way and 
costs of equipment, it is ultimately less 
costly to rebuild lines to higher volt- 
ages, or conductor sizes, or both, than 
to extend circuit miles. We believe that 
investigation would disclose numerous 
examples, in which lines built since the 
end of the war have been rebuilt re- 
cently . . . usually at about twice the 
original voltage. It might be argued 
that the original equipment—such as 
transformers—is ultimately used else- 
where in the system. We believe that 
to be true only to a limited degree, be- 
cause of the inability to match second- 


ary voltages, etc. Beyond doubt, the 
greater part of the original equipment 
is scrapped. 


An interesting example of the type of 
reconstruction mentioned above was by 
Connecticut Light & Power, where a 
medium voltage line was converted to 
high voltage in the same right of way 
because of the difficulties and cost in- 
volved in acquiring right of way spe- 
cifically for a new high-voltage line. 

An important corollary in the develop- 
ment of super high-voltage transmission 
will be the ability to shift on an economic 
basis substantial loads between systems 
on a greater scale than heretofore. Such 
development is bound to have an effect 
on the use and operation of older units 
and it is reasonable to expect that further 
system interconnection with higher volt- 
ages over greater distances could have 
important bearing in the determination 
of future retirement policies. 


Retirements of Distribution Property 
iy 1948 the average residential use 
amounted to 1,563 kilowatt-hours, 
while by 1958 consumption had increased 
to 3,366 kilowatt-hours, or an increase of 
116 per cent. Current projections indi- 
cate that consumption per residential cus- 
tomer will at least double in the next 
decade. Such future increases in load will 
undoubtedly accelerate the current rate 
of retirements. Four kilovolt primaries 
will have to be changed to 13 kilovolt or 
24 kilovolt or even higher voltages, with 
the result that existing poles, crossarms, 
insulators, and other hardware will be- 
come inadequate to take such increased 
voltages. An existing example of inade- 
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quacy due to load growth has been ex- 
perienced by the REA’s, where 1—5-kilo- 
volt line transformers have had to be 
scrapped, since there was no place for 
them in even the lighter loaded parts of 
the system. 

Similarly, circuit breakers and other 
protective devices will tend to become 
inadequate due to the inability to in- 
terrupt the much heavier short circuits 
which the increased loads will create. An- 
other trend which has been developing 
lately is to put distribution lines under- 
ground in residential communities, and 
this in turn will tend toward an earlier 
retirement of overhead lines. 

The current and projected consumption 
of electricity for air conditioning, higher 
lighting levels, space heating. laborsaving 
appliances, etc., renders the present basic 
120-volt utilization level too low for 
efficient use of electricity. Thus the in- 
dustry is faced with the adoption of 
standards for new and radically higher 
voltage levels. 


O™= important items of utility prop- 

erty which will have a tendency to 
be retired earlier than normal due to the 
rapidity of system growth are watt-hour 
meters and distribution lines, transform- 


ers, and services. With regard to meters 
it is clear that the five and ten ampere 
sizes will have to be scrapped earlier than 
in the past, owing to the fact that there 
will be few if any parts of the system 
where meters of such capacity can be used 
for residential and small commercial serv- 
ice. 

With respect to distribution lines, 
transformers, and services, the question 
of inadequacy will arise due to the rapid- 
ity of load growth, and they in turn will 
be scrapped for the same reason that 
many utilities had to get rid of their 
small line transformers. 


Retirements Due to Highway 
Construction 


—— important cause of retire- 
ments will be the $100 billion fed- 
eral highway program. The relocation of 
lines which frequently follows existing 
highways will increase materially the rate 
of retirement for electric utilities. Com- 
panies must face the problem of having 
to pay as much as $10,000 per acre for 
new rights of way. The overall effect of 
the continuous escalation of land values 
and increased costs of acquiring rights of 
way of up to $10,000 per acre is such 
that utilities will be forced to retire low- 


".. the recent AEC's development of a small reactor to convert heat 
directly into electric energy is of interest. While the AEC was care- 
ful to point out that this device was in the early stages of develop- 
ment, no one could preclude the eventual elimination of boilers, 
turbines, and generators from central stations. In fact it is not in- 
conceivable that the future trend may be reversed, and that instead 
of distributing energy from a central point, each house or industrial 
plant would have its own small atomic pile to produce its power re- 
quirements. Such a development would tend to render existing facili- 
ties in the electric utility industry obsolete." 
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voltage lines in the existing rights of way 
and install high-voltage transmission 
towers in the new location. 


Conclusion 


HE forecasts and facts presented 

herein indicate that present tax de- 
preciation rates used in measuring lives of 
electric utility property are inadequate and 
will not provide sufficient tax depreciation 
accruals necessary to create the reserves 
against which depreciable property can 
be charged off in the future. It can be 
said that the immediate postwar years 
witnessed a break with the past, both as 
to the rates of growth, physical size of 
machines, the emergence of automation, 
and the prospects of developing new 
sources of energy by other than con- 
ventional means which were unheard of 
three or four years ago. In the determi- 
nation of the present composite tax de- 
preciation rates undue emphasis has been 
placed on the past history of property 
retirements, and consideration of post- 


World War II conditions and probable 
future developments have been given too 
little weight. 

It is obvious that conditions will vary 
between companies as to the applicability 
of some of the items of obsolescence 
mentioned in this article. To that extent 
each individual company would have to 
make studies as to the present and future 
impact of the rates being currently taken 
for tax depreciation purposes. 


em depreciation allowances 

consistent with the property’s statis- 
tical position are claimed in order to 
avoid conflict in future years with the 
Internal Revenue Service regulations for 
failure to deduct adequate depreciation 
during the current years of the useful life 
of the depreciable property. 

The current tax depreciation rates 
which have been set generally predate the 
developments mentioned herein, and it is 
clear that higher rates of depreciation 
must be taken in order to provide for the 
risks and contingencies of the future. 





—_— labor has tremendous influence both political and 
economic. It is subject to little control or regulation. Its 


leaders have the power to weaken or strengthen the national economy 
according to the direction they chart their future course. If labor 
works with management on a realistic 'give-and-take’ basis, together 
they can reach a solution of human problems caused by technological 
progress that is to the advantage of each and to the benefit of the 
public. But if labor continues to use its great political power and 
economic strength to maintain inefficient work practices, unneeded 
jobs, it may win temporary victories. But it will win them at its own 
peril—and the peril of the nation as a whole. 

"In a free business system, jobs and economic expansion are created 
by profits—not by unions or politicians." 

—J. W. ORAM, 


Vice president, personnel, Pennsylvania Railroad. 
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Should We Save Urban Transit, 
— 
| 


and How? 


By CHARLES E£. STONIER* 


People will ride public transportation if it is made attractive to them. And 
many economic benefits stem from spending money to modernize mass transit. 
Financial aid can be justified at the federal, state, and local levels, including 
tax forgiveness and subsidy. The best bet for successful planning and financing 
would be a regional agency vested with both highway and transit authority. 


T has generally been acknowledged that 
public transportation in metropoli- 
tan areas is facing a crisis, in effect 

a struggle for survival. If we adhered to 
traditional market values, it would be 
simple to reason that demand for public 
transportation services has been diminish- 
ing, that the general public has increas- 
ingly preferred the use of private automo- 
biles, and that, therefore, the salvaging of 
bus, subway, or rail service may not be 
justified. On the other hand, wwe also know 
that a strict application of market criteria 
rather oversimplifies the problem, and that 
the utility of urban transportation must 
be evaluated in terms of its overall impact 
upon the economy which it serves. 

As an enterprise vested with a sub- 

stantial public interest, transit, even in the 

*Associate professor of transportation, Hofstra 


College, Hempstead, New York. For additional per- 
sonal note, see “Pages with the Editors.” 
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face of declining demand, has a very de- 
cisive role to perform if urban areas them- 
selves are to maintain their economic and 
social health. 


HERE is an additional rationale which 

decidedly indicates that transit is 
worth saving. Moving large numbers of 
people into and out of high population 
and business density segments by means 
of mass transport is technically the most 
efficient method. Consequently, the en- 
couragement of public transportation un- 
der conditions of economic aid can be 
justified on the ground that such aid is 
more than compensated for by the eco- 
nomic benefits that can be both directly 
and indirectly attributed to the preserva- 
tion of public transportation systems in 
our cities. These benefits include (1) re- 
duction in the cost of vehicular traffic 








congestion, and therefore lower cost of 
automobile operation, maintenance, depre- 
ciation; (2) curtailment of property dam- 
age and loss of life; (3) smaller financial 
losses for railroads burdened with com- 
mutation services; (4) stimulation of de- 
clining retail and other services in central 
business districts; (5) possible spurt to 
industrial expansion; and (6) generally 
improved land utilization, especially with- 
in so-called gray areas. It is on these 
grounds that special financial aids to the 
transit industry are justifiable. 

“~~ It is not the purpose here, however, to 
discuss the basic assumptions that transit 
is more efficient and economical and that 
it can also be more convenient than the 
automobile when used for certain kinds of 
travel within the metropolis, Instead it 
is attempted to review some of the sug- 
gestions and arguments for aiding trans- 
it and to examine them in the light of 
economic feasibility and soundness. 


Federal Aid 


I“ most instances the urban transit prob- 
lem has been viewed as a local issue. 
Our concepts of federal participation are 
based almost entirely on geographical 
acreage rather than numbers of people 
involved. Yet it is well-known that more 
than 70 per cent of our population lives 
in urban areas and that aid to this group 
could hardly be considered “local” in 
scope. In terms of sheer numbers of po- 
tential beneficiaries, federal aid can be 
substantiated. Furthermore, users of pub- 
lic transit represent only one group of 
beneficiaries. Other economic interests 
such as real estate, trades and services, 
and other expanding industries are ex- 
amples of groups whose welfare may be 
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materially enhanced by adequate public 
transportation services. A broad tax base, 
rather than direct user charges, is there- 
fore supportable. 

There is some precedent for the subsi- 
dization of so-called local transportation: 
The federal government at present subsi- 
dizes local service airlines, at a rate of 34 
cents per passenger mile; one might well 
argue, therefore, why not extend aid to 
those who must travel every day. The 
daily volume of rapid transit and subur- 
ban rail patrons exceeds the annual num- 
ber of feeder air-line passengers. 


M2" proposals for the rehabilitation 

of public transit have included the 
federal government as a partial sponsor 
of urban transit service. There are, how- 
ever, certain additional considerations be- 
fore federal participation can be fully 
rationalized. First of all, it always ap- 
pears to be the easiest way out to look 
toward the federal government for help 
whenever a public service runs into finan- 
cial difficulties. This does not make the 
federal government necessarily the most 
logical contributor. Secondly, it would be 
rather unwise to set up support of transit 
operations with the proviso that losses 
will be underwritten by the federal gov- 
ernment when some of these losses are 
attributable to highway road expansion 
which is also largely aided by federal tax- 
ation. In other words, any participation 
in urban affairs on the part of the federal 
government must be adequately co-ordi- 
nated to prevent wastage. 

It would seem highly desirable that ur- 
ban renewal projects, arterial highway 
construction, and aid to transit be com- 
bined in such a way as to integrate com- 
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pletely each other’s efforts and thereby to 
stretch the tax dollar as far as possible. 
Only under these conditions can federal 
aid be made fully justifiable. It may very 
well be that with such a co-ordinated ap- 
proach the need for federal participation 
in urban public transportation can be sub- 
stantially reduced. 


State Aid 

HERE has also been reluctance to in- 

voke state aid for urban transporta- 
tion, even though a large segment of a 
state’s population resides within metro- 
politan regions. Again on the basis of 
numbers of individual beneficiaries, such 
state aid may be justifiable. 

The largest sources of state revenues 
usually come from income, general sales 
and motor vehicle taxes. As with the fed- 
eral government, a case for subsidization 
of transit from general revenues can be 
made on the ground of general economic 
welfare generated beyond the immediate 
benefits accruing to users. 

The use of motor vehicle taxes, how- 
ever, suggests an additional interesting 
argument : The construction and improve- 
ment of rapid transit facilities in and out 


of central business districts represent a 
much more efficient expenditure in terms 
of the larger passenger volume which can 
be moved than by the building of high- 
ways which are especially expensive with- 
in highly congested cities. Funds applied 
more economically for urban transporta- 
tion would release others for the construc- 
tion of highways in areas outside the city. 
For example, if $50 million were to be 
spent on a new rapid transit line instead 
of say $100 million on a highway for the 
equivalent purpose of moving people from 
suburb to city, then, at least in theory, 
$50 million could be spent on projects 
elsewhere. In the meantime the motorist, 
both within and outside of urban areas, 
will have benefited. There will be less 
traffic congestion in the city, and there 
will be more roads for him outside the 
city. Justification for the use of state 
motor vehicle taxes for urban transit pur- 
poses is therefore possible. 


Other Public Aids 
Local Tax Forgiveness 
aX the local level, we have already 
found public aid to transit in the 
form of property tax relief. Of course, 


Subsidized Streetcar Service 


“A 


UNIQUE situation exists in New Orleans where the privately owned 
electric utility company subsidizes the streetcar operations and where 


a fare of seven cents per ride has been maintained for many years, with the 
result that there has been no noticeable shrinkage in transit rider patronage. 
Here the use of electricity in effect helps to subsidize transit operation. It is 
doubtful, however, that a similar situation can be voluntarily adapted else- 
where, although electricity consumption as a tax base is in effect—if not in 
principle—analogous to taxation on gasoline or property for the purpose of 
maintaining an adequate transportation system. Benefits derived under such 
a system accrue to both users and nonusers.” 
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very few communities today can afford 
to have their tax base reduced in any way, 
and, consequently, there is considerable 
reluctance to the forgiving of real estate 
taxes which are under the domain of local 
governments. There are, however, two 
considerations here which may calm some 
of their fears. In the first place, if such 
tax relief results in improvement of trans- 
it services and subsequently in greater 
patronage, it may ultimately increase 
property values to those who benefit from 
the transit facility. 

More widespread property tax relief 
is a matter of especial concern to the rail- 
road industry which in contrast to other 
carriers is taxed on its right of way. Per- 
haps it can be worked out that commu- 
nities which lose revenues from railroad 
property taxation be reimbursed by the 
state or federal government for any losses 
until such a time that their tax base re- 
sumes the level in existence at the time 
of the tax forgiveness. The Long Island 
Railroad, which operates under a special 
provision from the state, is an example 
of a carrier which has been able to hold 
its commuter business, and this has been 
due in some measure to partial tax for- 
giveness. 


Authority Toll Revenues 


| grey possibility which applies espe- 

cially to the New York metropolitan 
area is the use of tolls currently collected 
by special purpose authorities. The Port 
of New York Authority, in particular, as 
a multipurpose agency has used tolls in 
the past for the development of nonhigh- 
way projects such as airports, marine 
terminals, and others. To the extent that 
the highway user tax argument presented 


applies equally to the use of tolls, this 
method would appear to make sense. The 
Port of New York Authority in the recent 
past has resisted getting itself involved 
in the transit business purportedly on the 
ground that such operations can never be 
self-sustaining; and since the law under 
which such authorities are constituted 
provides that they must be self-liquidat- 
ing, the position of the Port Authority is 
understandable. 

On the other hand, there is the question 
of whether or not each individual opera- 
tion of this agency must be able to stand 
on its own feet or whether the authority 
is to maintain itself only in the aggregate. 
Since presumably it is the latter course 
which has been followed by the Port Au- 
thority, as many of its projects are oper- 
ated in the red, it may well be argued that 
it should be held responsible for salvaging 
and revitalizing railroad operations, par- 
ticularly for the benefit of commuters. 


." is pertinent at this point to turn briefly 

to the alleged unavoidability of trans- 
it deficits. Most evidence would indicate 
that with the highly skewed peak load 
distribution inherent in suburban railroad 
and rapid transit operations, there is little 
chance to make ends meet. On the other 
hand, if appropriate tax relief for a mod- 
ernized high-speed system is granted, the 
chances for a minimal or even no deficit 
are much improved. Railroad officials of 
the Chicago & Northwestern Railroad 
have confirmed this. But much more study 
is needed to estimate the total market and 
patronage which may be obtained under 
conditions of modernized operation. Most 
transit deficits have been estimated on the 
basis of existing services, which in many 
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cases are considerably less than attractive. 

It is conceivable that in view of the 
rather substantial wealth of public author- 
ities in some of the metropolitan areas, 
improved transit systems could be devel- 
oped without cost to the taxpayers at 
either federal, state, or local levels, and 
to the extent that this might be a possi- 
bility, this consideration seems to be pref- 
erable to all of the other methods of aid. 


Miscellaneous Aids 


HERE have been several additional 
types of special aids with which vari- 


ous communities have experimented. The 
city of Philadelphia, for example, has un- 
derwritten joint rail and subway opera- 
tions from one of its suburbs in order to 
avoid bringing more automobiles into the 
downtown area. Apparently it has been 
reasonably successful. In Staten Island, 
New York, rapid transit service is main- 
tained by the city having taken over the 
property of the Staten Island Rapid 
Transit Company, a subsidiary of the 
Baltimore & Ohio Railroad, and leasing 
it back to the latter. By doing this, no 
property taxes are paid, and at the same 
time operation under private management 


Why Not Use Motor Vehicle Taxes? 


wi hes largest sources of state revenues usually come from income, general 
sales, and motor vehicle taxes. As with the federal government, a case 
for subsidization of transit from general revenues can be made on the ground 


of general economic welfare generated beyond the immediate benefits 

accruing to users. The use of motor vehicle taxes, however, suggests an ad- 

ditional interesting argument: The construction and improvement of rapid 

transit facilities in and out of central business districts represent a much 

more efficient expenditure in terms of the larger passenger volume which 

can be moved than by the building of highways which are especially ex- 
pensive within highly congested cities." 
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is able to continue. The Staten Island ar- 
rangement could well serve as a model 
for other types of suburban rail services. 

Turning once more to the Port of New 
York Authority, it has been given permis- 
sion to engage in the financing of railroad 
passenger cars at especially low interest 
rates. But so far, railroads have not 
availed themselves of this service. Also, 
it might be noted that this type of aid is 
not likely to be of any major consequence 
in halting the trend of declining railroad 
patronage. 


UNIQUE situation exists in New Or- 

leans where the privately owned elec- 
tric utility company subsidizes the 
streetcar operations and where a fare of 
seven cents per ride has been maintained 
for many years, with the result that there 
has been no noticeable shrinkage in transit 
rider patronage. Here the use of electric- 
ity in effect helps to subsidize transit op- 
eration. 

It is doubtful, however, that a similar 
situation can be voluntarily adapted else- 
where, although electricity consumption 
as a tax base is in effect—if not in prin- 
ciple—analogous to taxation on gasoline 
or property for the purpose of maintain- 
ing an adequate transportation system. 
Benefits derived under such a system ac- 
crue to both users and nonusers. 


Restrictions of Automobile Use 


| opera parking, restricting vehicular 

use by means of one-way streets, set- 
ting aside lanes for bus traffic, or closing 
off entire downtown blocks for conver- 
sion to pedestrian shopping malls, are ex- 
amples of indirect aids to the transit in- 
dustry. In most instances they are severely 


criticized by those dedicated to the preser- 
vation of motor vehicle use sovereignty. 
In several communities, however, such 
measures were enacted not so much to aid 
transit, but to attempt some control over 
rising traffic congestion and access prob- 
lems. 

Proposals to seal off entire central busi- 
ness districts or to exact tolls for driving 
inside such districts would appear to be 
unnecessarily punitive. Transit ridership 
need not be coerced. Instead it may be 
developed by the application of the latest 
technology in making the transit ride su- 
perior to private automobile use for com- 
muting and other downtown travel. There 
is reason to believe that this approach can 
be successful, especially as the cost of 
automobile operation increases and _ its 
convenience diminishes as a result of ur- 
ban congestion. 


Hus there are several methods of 
public aid to urban transit which can 
be reasonably substantiated on the basis 
of both direct user and general economic 
benefits. Since the specific nature of the 
traffic and transportation problem varies 
from one city to another, there is no 
single prescription. Each method of aid, 
or combination thereof, must be tailored 
to the needs of the affected community. 
Perhaps traffic conditions in some in- 
stances still are not critical enough to 
promote more vigorously improved pub- 
lic transport services, There. are indica- 
tions, however, that at least the latter are 
being more widely discussed ; and in some 
cities, such as San Francisco, Philadel- 
phia, and others, substantial improve- 
ments are now on the drawing boards. 
In Cleveland, Boston, and Chicago some 
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important progress already has been 
made; but for the most part transport 
projects fall short of an integrated trans- 
portation policy in which each agency is 
encouraged to develop its inherent advan- 
tages. The preponderance of public funds 
is still channeled into highway construc- 
tion. 

In order to establish a better balanced 
transportation system, it becomes vital for 
most metropolitan segments, particularly 
those crossing state boundaries, that a co- 
ordinated regional agency be established 
which can plan, administer, finance, and 
in some measure operate joint highway 
and railroad systems. Unless some such 
co-ordinated effort takes place, it is most 
unlikely that urban and suburban dwellers 
can look for cheaper, more convenient, 
and safer transportation. 


Summary 


— aid to metropolitan public 
transit is justifiable on the basis that 
(a) a large segment of the national popu- 
lation would benefit; (b) many specific 
economic interests would benefit, such as 
retail and service trades, expanding in- 
dustries, real estate developers, etc.; (c) 
such aid is at present available to local 
service airlines. 

Federal aid, in order to avoid waste, 
must be co-ordinated with all metropoli- 
tan projects involving federal participa- 
tion, such as urban renewal and highway 
construction. 

State aid from general taxation is justi- 
fiable for reasons similar to those enu- 


merated in connection with federal aid. In 
addition, aid derived from motor vehicle 
user taxes can be substantiated on the 
ground that when applied to urban trans- 
it projects, it obviates the need for more 
expensive highway construction inside 
metropolitan areas. This will make possi- 
ble more highways in less congested parts 
of the state, and at the same time would 
improve the flow of traffic in urban sec- 
tors. 


igo aid by means of property tax re- 

lief for rail rapid transit lines is desir- 
able. Where tax forgiveness results in 
critical revenue losses, they may be rec- 
ompensed through state or federal aid. 
Such aid may be continued until economic 
expansion results in restoring the original 
tax base. 

Where special purpose authorities with 
high earning capacity exist, such as in the 
New York region, toll revenues may be 
applied to the rehabilitation and capital 
expansion of public transit. Benefits 
would include vehicular traffic relief. 

Public transit patronage should be en- 
couraged by means of providing superior 
service, rather than by the adoption of 
measures to restrict motor vehicle use in 
downtown districts. 

For the purpose of achieveing a bal- 
anced transportation system in urban 
areas, a regional agency which embraces 
both highway and public transit for plan- 
ning and financing purposes is likely to 
offer the best solution for metropolitan 
transport problems. 
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Washington and 


the Utilities 


Regulatory Reform 


UITE a few offshoots from the original 

seeds of investigation planted by the 
House Legislative Oversight Subcommit- 
tee have sprouted in different sections of 
the Washington scene this spring. The 
House group, of course, still provides the 
main forum for various proposals on 
regulatory commission reform. 

But there are quite a few side shows, 
and some of them rather interesting. For 
example, the Justice Department and the 
Securities and Exchange Commission 
were reported to be closely following the 
controversial gas pipeline rate decision of 
the Federal Power Commission last Oc- 
tober 31st. SEC is said to be interested 
in whether a prospectus filed February 
17th before the SEC on a 1.6 million 
stock offering of Tennessee Gas Trans- 
mission Company indicates that that com- 
pany is contemplating further investment 
in its subsidiary, Midwestern Gas Trans- 
mission Company. FPC Chairman Kuy- 
kendall indicated before the House Inter- 
state Commerce Committee last month 
that Thomas G. Corcoran, Washington, 
D. C., attorney, had informed him that 
Tennessee Gas Transmission was about 























to divest itself of most of its Midwestern 
holdings. It was for that reason that Cor- 
coran urged that a higher rate of return 
be allowed Midwestern. 

The Justice Department angle indirect- 
ly introduced the White House into the 
already somewhat crowded picture. This 
arose from the fact that last December 
2nd a newspaper correspondent at one of 
President Eisenhower’s press conferences 
asked the chief executive about Cor- 
coran’s visits to the members of the 
Federal Power Commission, which had 
become an item of gossip along the Wash- 
ington rialto. The President at that time 
asked Press Secretary James Hagerty to 
remind him to discuss the situation with 
the Attorney General. But a spokesman 
for the Justice Department denied the 
situation had been referred to it by the 
White House. It was admitted, however, 
that the Justice Department is looking 
into the case as a result of the testimony 
before the House group. 


ews testimony so far indicates that 
the commissioners acted quickly to 
beat a deadline on contract expiration for 
a Canadian gas supply. In doing so they 
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followed neither the recommendation of 
FPC’s staff (for rates which would yield 
a 6} per cent return) nor Corcoran’s 
reputed advice that a 7 per cent return 
was needed. The FPC approved the ap- 
plication last October 31st for the con- 
struction of the necessary pipeline, but 
left open the question of the rate of re- 
turn which would be set by the commis- 
sion after the company obtained financing. 
Kuykendall and the other two commis- 
sioners who were contacted by Corcoran 
(an ex-New Deal brain truster and 
reputed coauthor of the Public Utility 
Holding Company Act), Commissioners 
Kline and Connole, have denied that they 
were influenced by their talks with Cor- 
coran. Commissioner Stueck was absent, 
and at that time the late Commissioner 
Hussey was ill. 


_ in April spokesmen for the 


American Bar Association urged 
Congress to enact legislation to prevent 
backdoor influence or pressure on federal 
regulatory agencies. At the same time it 
cautioned against making operation of the 
agencies more difficult or isolating them 
from information. The views of the ABA 
were presented by Donald C. Beelar and 
Bryce Rea, Jr., to a House Commerce 
Committee hearing on bills to prohibit 
behind-the-scenes attempts to sway mem- 
bers of regulatory agencies. They said 
that while six of the regulatory agencies 
which already have testified manifested 
reluctance to adopt laws of conduct, the 
ABA felt that standards of conduct pre- 
scribed by law for those who practice 
before federal agencies are needed. Beelar 
and Rea added that the agencies them- 
selves should set the “tone of practice” be- 
fore them. The ABA is of the opinion 
that in all proceedings involving hearings 
of cases there should be no secret com- 
munications. 
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| gece the regulatory agencies them- 
selves, the proposals for regulatory 
reform had set off two separate federal 
commission developments. At the Inter- 
state Commerce Commission it was re- 
vealed that that group has been busy for 
some time investigating itself and its own 
practices. At the Civil Aeronautics Board 
it was disclosed that the counsel and staff 
had been busy getting up statements to 
refute critical charges made by former 
Commissioner Louis J. Hector when he 
resigned from the CAB last September. 

The ICC activity was revealed by a 
member of that commission, Abe Mc- 
Gregor Goff, to the House Interstate 
Commerce Committee. Goff told Repre- 
sentative Harris (Democrat, Arkansas), 
committee chairman, that he and other 
commissioners had become convinced that 
a constructive study of ICC operating 
methods was vital. An 18-man advisory 
board was thus formed, he said, including 
representatives from all modes of trans- 
portation, as well as the former president 
of the National Association of Railroad 
and Utilities Commissioners, Walter R. 
McDonald, a member of the Georgia 
Public Service Commission. 

When ICC General Counsel Ginnane 
was asked by Chairman Harris how thor- 
ough the investigations have been, he 
replied that the criticisms of the board 
were frank to the point of bluntness. 
Ginnane said that when the final report 
of the group was in, the ICC would en- 
deavor to appraise the recommended 
changes. The commission also will try to 
put into effect any thought to be worth 
while. To do this would require legisla- 
tion by Congress, Goff pointed out. 


N the CAB sector, two statements 
were released purporting to refute 
the charges of former Commissioner 
Hector. CAB General Counsel Stone in- 
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sisted Hector was “jumping to conclu- 
sions on the basis of selected or non- 
existent facts.” He said Hector’s ideas 
were not only vague, but offered no con- 
structive solution to present CAB prob- 
lems. (Hector wanted to turn over the 
functions of the CAB to the executive 
branch and an administrative court.) 
Stone admitted that there was need for 
correction and change in certain areas, 
but warned against trying to reform the 
regulatory process in hasty fashion. He 
said Hector’s scheme for a Department of 
Transportation to unify regulation of all 
interstate transportation was unworkable 
and contrary to the existing congressional 
design. Regulation through an independ- 
ent agency such as the CAB or the ICC 
is still the best way, Stone emphasized. 
A more detailed criticism of Hector’s 
charge was contained in a 59-page state- 
ment written by the staff of the CAB. 


Reform Legislation 


A for specific bills before the House 
Interstate Commerce Committee, 
FPC Chairman Kuykendall has made 
some recommendations on HR 4800, a 
bill introduced by Representative Harris 
and designed to curb influence peddling 
in the federal regulatory agencies. He 
said the requirements of the measure have 
some virtues, but do not clearly define 
morality which, inevitably, is difficult to 
inculcate by statute. He called attention 
to the fact that the bill did not prohibit 
ex parte communications in FPC rate 
cases, and since they constitute the major 
portion of the agency’s contested cases, 
the wording ought to be changed to cover 
such contested cases. Kuykendall said he 
thought a provision of the proposed bill 
went too far in prohibiting the receipt of 
ex parte communications respecting the 
“disposition of any proceeding. ... Even 
the separation of function provisions in 


§ 5 (c) of the Administrative Procedure 
Act recognizes the necessity to allow ex 
parte communication in procedural mat- 
ters, and of course these will affect the 
disposition of the case.” 

Senator Butler (Republican, Mary- 
land) has introduced a bill (S 3308) 
which would make it both “unlawful and 
unethical” for members of the federal 
regulatory agencies to have outside con- 
tacts with persons involved in pending 
cases. His legislation would amend the 
Administrative Procedure Act of 1948 
to outlaw ex parte contacts, or those 
without notice to the other side, between 
rate applicants and agency members or 
employees. Butler said the purpose of his 
bill is to establish a standard of ethical 
conduct in the agencies similar to that 
required of federal judges. 


;. to close the door on alleged “in- 


fluence peddling” by retired Gen- 
erals and Admirals has been denounced 
by its original sponsor, Representative 
Hebert (Democrat, Louisiana). He said 
his bill, as revised by the Armed Forces 
Committee, provided for only one penalty 
for officers who take selling jobs with de- 
fense contractors within two years after 
they retire—temporary loss of their re- 
tirement pay. Hebert, who is chairman of 
the Armed Services Investigation Sub- 
committee, is seeking approval now of a 
substitute bill which would make any 
direct sales within two years after retire- 
ment of armed forces officers a crime 
punishable by a $10,000 fine and a year in 
jail. He pointed out that his original bill 
as amended by the Armed Forces Com- 
mittee has no teeth in it. He said retired 
officers would gladly sacrifice up to $10,- 
000 a year pay in order to move into jobs 
paying $25,000 to $50,000 a year. 
The chairman of the Armed Serv- 
ices Committee, Representative Vinson 
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(Democrat, Georgia), has strenuously op- 
posed Hebert’s attempts to get a tough 
anti-influence bill approved. He said the 
proposed flat ban on defense sales for two 
years after retirement would deprive the 
defense industry and the country of in- 
valuable services of experts. A subsequent 
bill by Representative Kilday (Democrat, 
Texas) would make such violations a 
court martial offense. 


5d 


Snake River Hearings July 18th 


_ moving very deliberately or 
hardly at all on a private company 
application for a hydro license to develop 
the High Mountain Sheep dam site on the 
Snake river, the FPC has suddenly de- 
cided to hurry things along. The impetus 
seems to have come from the filing of a 
rival application to develop the Nez Perce 
site by a government ownership power 
group. The FPC seems almost to have 
been waiting for the filing of a Nez Perce 
application. 

The FPC has ordered hearings to be- 
gin July 18th in Washington, D. C., on 
the conflicting applications by private and 
public power interests proposing hydro- 
electric developments on the Snake river 
between Idaho and Oregon. 

Pacific Northwest Power Company, 
Portland, a private utility, seeks a license 
for its proposed $178 million Mountain 
Sheep project, which would include a 
690-foot high dam across the Snake, 
about one-half mile upstream from the 
Salmon river. The Washington Public 
Power System, Kennewick, Washington, 
wants to build its proposed $276.5 million 
Nez Perce project, including a dam 700 
feet or higher, on the Snake about two 
and a half miles downstream from the 
confluence with the Salmon. The system 


is composed of 13 public utility districts 
in Washington state. 

The commission ordered submission of 
all direct testimony by June 16th in a 
move to speed the hearing. The examiner 
will dispose of preliminary matters when 
the hearing convenes July 18th, provide 
for the testimony to be placed in the 
record as though read, and proceed im- 
mediately with the cross-examination. 

The Mountain Sheep project would 
have an initial installation of 875,000 
kilowatts, and ultimate generating capac- 
ity of 1,750,000. 

> 
Dixon-Yates Again 


_— United States Supreme Court on 
April 4th agreed to decide whether 
the controversial Dixon-Yates power 
plant contract was ever valid or had been 
made void by a conflict of interest. 
Ostensibly at stake is an award of $1,- 
857,545 approved by the U. S. court of 
claims to the Dixon-Yates combine for 
expenses incurred before the United 
States canceled the contract in 1955. 

The legal question is whether Adolphe 
W. Wenzel’s actions, in serving as an un- 
paid consultant to the Budget Bureau on 
the project while remaining a vice presi- 
dent of the investment firm which later 
became its financial agent, violated the fed- 
eral conflict of interest statute and made 
the contract void. The court of claims 
ruled 3 to 2 that there was no con- 
flict. 

Inasmuch as the appeal cannot be heard 
nor disposed of by the highest court until 
the term which starts next October, the 
Dixon-Yates controversy as it might af- 
fect any government ownership issue 
would seem to be taken out of the forth- 
coming political campaign. 
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Radio Broadcast Pay TV Test 


|S eemlajeme CONNECTICUT, will soon be 

the scene of the first large-scale test 
of radio broadcast pay TV, providing the 
Federal Communications Commission ap- 
proves an application which will be filed 
by the Zenith Radio Corporation and 
RKO General. 

In 1951 Zenith tested pay TV (called 
“Zenith Phonevision”’) in 300 Chicago 
homes; however, part of the signal was 
transmitted over telephone lines. The 
present system will eliminate the use of 
any wire transmission. The viewer’s set 
will be equipped with a device which will 
collect coins and descramble the broad- 
cast signal. In effect, any TV set in the 
area will be able to receive the transmitted 
picture but it will be intentionally dis- 
torted to the point where viewing is im- 
possible without depositing a fee in the 
coin box and activating the descrambling 
device. It is proposed that new movies, 
plays, and sporting events will be broad- 
cast for a few hours each evening. The 
descrambling device will probably be 
rented to subscribers at a fee of about $2 
per month and then additional fees for 
viewed programs will be deposited in the 
device or a billing arrangement will be 
made. Zenith officials have noted that 
these details are still in the planning stage. 


The Zenith system, utilizing complete 
air-wave transmission, will form an even 
more valuable testing ground since the 
International Telemeter Company (a di- 
vision of Paramount Pictures Corpora- 
tion) is now engaged in a wired pay 
TV experiment in Etobicoke, Toronto, 
Canada. A comparison of the relative 
success of these two systems should pro- 
vide a valuable indicator of the future of 
these two schemes and of pay TV itself. 

The approval of the Federal Communi- 
cations Commission is not needed for the 
closed-circuit “wired” transmission. How- 
ever, the Zenith system, even though fall- 
ing under the commission’s jurisdiction 
due to its use of the public air waves, is 
considered by many financially more 
feasible since it requires no cable from 
the station to the subscriber. 


| se the Zenith and the Telemeter sys- 
tem permit the viewer to receive 
commercially sponsored programs at no 
charge. The advantage will be that top- 
flight programs can be received, for a 
stated fee, and the home owner will be 
able to select those shows for which he is 
willing to pay. 

The Hartford area, with approximately 
360,000 viewing homes, was selected by 
Zenith for the three-year test in order to 
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prove that stations not affiliated with the 
networks can operate in the black if they 
are permitted to engage in subscription 
broadcasting. Hartford is looked upon by 
company officials as a typical American 
city which is well-suited for such a test 
program. 

Company spokesmen have indicated 
that contacts have been made to assure 
that “live” Broadway plays and major 
sporting events will be available to the 
Hartford subscribers. Joseph S. Wright, 
president of Zenith, has stated that tool- 
ing up for production will have been 
completed by the time the commission 
grants authorization to go ahead and he 
indicated that descrambling units would 
be delivered “in a matter of months” 
thereafter. 


* 


Communications Workers Issue 


Legislative Handbook 


fi iw Communications Workers of 
America (AFL-CIO) has issued a 
handbook urging union members to put 
new vigor into the drive for legislation 
promoting the welfare of workers at the 
national, state, and community level. 

The CWA represents 350,000 workers 
in the industry. Union members work and 
live in some 65,000 communities in 47 of 
the states, including Hawaii, and four 
provinces of Canada. 

In connection with the release of the 
handbook, Joseph A. Beirne, president of 
the union, stated that the union must 
work harder than ever in the legislative 
field in 1960. He expressed the hope that 
the handbook will encourage union mem- 
bers to work with legislators in all levels 
of government and he noted that the 
union is specifically committed to activ- 
ity in the legislative field. 

The publication itself stresses historic 
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and constitutional reasons why the union 
is interested in various aspects of legisla- 
tion. It calls upon union members to 
“take a greater interest in what our law- 
makers are doing, let them know we are 
keeping an eye on them, give them en- 
couragement when needed, appreciation 
when they do right, censure when they do 
wrong.” 


Direct Dialing of Extensions 
wy penal inward dialing” is being 
started in ten large companies in 
New York city. The system enables an 
outside caller to dial an extension direct 
rather than go through the company 
switchboard. It is estimated that some 
twenty-eight seconds are required for an 
operator on a switchboard to refer the 
caller to the correct extension. Bypassing 
the switchboard will speed telephone 
traffic as well as effect savings in money. 

A spokesman for the New York Tele- 
phone Company has estimated that only 
15 out of every 100 incoming calls would 
be handled by the switchboard operators 
once the callers learned the direct inward 
dialing system. 

Time, Inc., has been using the system 
since mid-February and very favorable 
results have been reported. The switch- 
board operator, greatly relieved from the 
pressure of transferring incoming calls, 
can assume a position much like a re 
ceptionist. 

The system makes every extension in 
effect an outside line. However, only the 
company’s switchboard number will be 
listed in the telephone directory and in- 
dividuals will have to advise their busi- 
ness contacts of their particular dialing 
number or in some cases companies may 
want to publish their own telephone di- 
rectories. The system is only recom- 
mended for groups which are moving to 
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new locations and who have a large num- 
ber of incoming extension calls. 

New adding machine size console 
switchboards were designed by the West- 
ern Electric Company; however, some 
customers, such as Time, will continue to 
use the older plug-and-cord type boards. 
Arbitrary letter designations have been 
selected so that the caller will dial “LL6” 
and the proper extension in order to reach 
Time, Inc. Should the extension be busy 
or the phone unanswered, the company 
operator will cut in on the fifth ring and 
take a message or refer the call to some 
other phone. 


» 


Separations Manuals 
Controversy 


A VARIANCE of opinion has arisen be- 
tween the Bell system and the United 
States Independent Telephone Associa- 


tion over which of two separations 
manuals should be used in determining 
the sharing of toll compensation among 
such companies. Bell-Independent Indi- 
vidual Cost Study Manual for Class A 
and B Telephone Companies has been 
circulated through associated Bell com- 
panies and was also made available to any 
independent company desiring to utilize 
a cost study approach. Last October, how- 
ever, the USITA released its own official 
manual for the association. It appears that 
the Bell manual contains some provisions 
previously pointed out by USITA repre- 
sentatives as unacceptable. 

USITA considers the Bell manual to be 
unacceptable for use in studies to de- 
termine independent company costs of 
handling Bell-independent interchanged 
message toll business. The association has 
urged its members to use the USITA 
separations manual which was prepared, 
following the recognition that there was 


a “long-standing need” for such a pub- 
lication by the USITA. The preface of 
the USITA manual notes that it was pre- 
pared by a task force of independent rep- 
resentatives and approved by the various 
committees, and it was reviewed by rep- 
resentatives of the Bell system. 


» 


FCC Secretary Resigns 

M‘“™ JANE Morris has resigned as 

secretary of the Federal Communi- 
cations Commission and she has an- 
nounced that she intends to return to 
private law practice in Michigan and 
Washington. Miss Morris joined the FCC 
staff in 1948 and she has served as sec- 
retary since 1954. She was the first 
woman ever to serve as secretary to the 
commission and her name was mentioned 
as a possible choice for the vacancy which 
occurred when John C. Doerfer resigned. 
The nomination, however, went to 
Edward K. Mills, Jr. 


ca 


Ohio Bell Continues Excise 
Tax Fight 


Tr spite of the general opinion that the 
federal telephone tax will be retained, 
the Ohio Bell Telephone Company is con- 
tinuing its fight to have Congress defeat 
the extension of the levy. Ohio Bell has 
enclosed in subscribers’ bills a note asking 
the subscribers to contact their represent- 
atives in Congress, urging them to vote 
against any extension of the tax. The en- 
closure stated that 30 cents of every dol- 
lar paid for telephone service goes for 
tax and that the company had paid $25,- 
245,000 in federal excise taxes last year 
on local and long-distance service. Some 
1,650,000 such notes were sent out. 

In spite of the strenuous activity 
against the tax, it still seems likely that 
it will be reinstated by Congress. 
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The FPC Should Allow a 
Higher Rate of Return than 
6 Per Cent or 6% Per Cent 


FS Pes FPC staff seems to be still living 
in the days of “cheap money” and 
making little concession to the greatly in- 
creased cost of financing. Examiner Sam- 
uel Binder, in a recent decision in a 
United Gas Pipe Line case, has proposed 
reducing the requested increase in rates 
from $15.8 million a year to $9.3 mil- 
lion. 

The staff ‘had recommended a return 
of only 6 per cent, which Mr. Binder 
raised to 6} per cent. According to Dow- 
Jones’ news ticker report, the company 
had asked for 74 per cent, but this high 
figure apparently reflected an accounting 
adjustment made by the FPC examiner. 
In a later case involving an $11.4 million 
rate increase, the company has asked for 
a return of 62 per cent, which application 
has been suspended because the company 
has not “supported” the claim for this 
return. 

Mississippi River Fuel Corporation, in 
a recent request for a rate increase of 
about $2.6 million annually, has proposed 
an 8 per cent rate of return, perhaps in 
the hope that this will point up the inade- 
quate rates of return heretofore allowed 


or proposed. 
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Financial News 


and Comment 


By OWEN ELY 


f p= papers have been full of head- 
lines recently about the behind-the- 
scenes efforts of lawyer-lobbyist Thomas 
G. Corcoran (one of President Franklin 
D. Roosevelt’s “brain trusters”) to obtain 
a 7 per cent overall return on the pro- 
posed investment in Midwestern Gas 
Transmission Company, in which Tennes- 
see Gas has the equity interest. The ques- 
tion of rate of return has been left open 
by the FPC although 6} per cent had 
been recommended earlier. Construction 
of the pipeline has been authorized, and 
the Canadian Energy Board recently ap- 
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proved export of Canadian gas into the 
upper midwestern states which will be 
served by one segment of the new line. 

Last year the average yield on 16 is- 
sues of bonds offered to the public by gas 
companies averaged about 5 per cent, and 
the rate on nonconvertible preferred 
stocks about 5.5 per cent (on convertible 
issues yields averaged 4.8 per cent). Mid- 
western itself about a year ago planned 
to sell $35 million first 54 per cent bonds 
and $5 million unsecured 5 per cent notes, 
which issues would total 81.6 per cent of 
the capital structure. 

With present high costs for senior fi- 
nancing, an overall return of only 6 or 
6} per cent is adequate to properly finance 
the equity portion of capitalization for a 
large new pipeline project. Based on the 
capital structure as proposed by Midwest- 
ern about a year ago, a 6 per cent overall 
return would provide a return on com- 
mon stock investment of only 8 per cent, 
or with 6} per cent overall about 9.3 per 
cent. These figures, which do not allow 
for underwriters’ compensation and other 
costs of financing, seem obviously inade- 
quate to support reasonable equity financ- 
ing under the present adverse market con- 
ditions prevailing with respect to gas pipe- 
line stocks. (See accompanying chart on 
utility stock groups, page 620.) 


iw highly successful pipeline financ- 
ing programs of recent years (the 
various Canadian companies, Houston 
Corporation in Florida, etc.) were gen- 
erally based on private placement of mort- 
gage bonds and sale to the public of units 
consisting of debentures and common 
stock. This formula for financing no 
longer seems to have the same investment 
or speculative appeal as formerly, judg- 
ing from the results of the last two flo- 
tations. The public’s increasing awareness 
of the regulatory mess in which the pipe- 


lines have become involved in Washing- 
ton, together with recent FPC decisions 
which have proved unfavorable with re- 
spect to tax accounting and rate of return, 
have doubtless been an important factor 
in the present lessened popularity of pipe- 
line equities. To restore these securities 
to their former market status and encour- 
age the financing of new enterprises or 
extensions of old ones, a more liberal 
approach at Washington seems badly 
needed. 


» 


Con Ed’s Bond Money Cost 
Doubled in Twelve Years 


ro chart on page 618 reproduced 
from the 1959 report to stockholders 
of Consolidated Edison Company of New 
York illustrates the sharp rise in the cost 
of bond money since 1947. Consolidated 
Edison is the largest electric and gas 
utility and since 1947 it has issued nearly 
a billion dollars of mortgage bonds. In 
1947 it was able to sell three issues at 
yields as low as 2.59 per cent, but the 
latest issue in 1959 carried a coupon rate 
of 5.25 per cent and was sold at a slight 
premium to cost about 5.20 per cent. On 
a weighted average basis the cost has only 
risen from 2.59 per cent to 3.52 per cent; 
however, it is obvious that the average 
rate will continue to rise steadily even if 
the recent improvement in the bond mar- 
ket should continue somewhat further. 
The recent failure of the Treasury to 
sell more than $370 million of a proposed 
$1.5 billion long-term issue with a coupon 
of 4} per cent indicates that we are not 
headed back toward the low money rates 
of the 1940’s and early 1950’s, even if 
the FRB’s “tight money” policy (de- 
signed to prevent inflation) has relaxed 
a little, along with the decline in the stock 
market and the subsidence of the “boom 
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psychology” of 1959. The government 


faces the refunding of over $11 billion 
of 24 per cent bonds on November 15th, 
and it seems likely that the Treasury will 
either have to refund this with short-term 
paper or that Congress will have to raise 
the 4} per cent interest ceiling now im- 
posed on long-term issues. The recent 
offering was apparently intended by the 
Treasury as a practical demonstration of 
the need for raising the liznit, which cer- 
tain Democratic members of Congress 
have opposed because of a basic disagree- 
ment with the Federal Reserve over 
“cheap money.” 


€ 


12/31/42 


6 Gas Pipelines 8.3 25.8 
11 Gas Distributors 8.7 19.9 
31 Electric Utilities 9.1 12.7 
3 Telephone 9.0 10.4 
10 “Growth” Electric Utilities _— 10.8 
Dow-Jones Industrial Average. 119* 181* 


*A pproximate. 
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HE cost of short-term Treasury bor- 

rowing—which earlier had dropped 
back to 3 per cent or less—has again risen 
to the same level as the cost of long-term 
financing. As Paul Heffernan in The 
New York Times recently remarked 
(doubtless referring to the so-called five- 
year “Magic Fives” of last year) : 


Probably the cost of short-term 
money must again soar well beyond 5 
per cent and stay there before the 
Treasury can hope realistically to get 
the ear of the legislators. Conceivably, 
the public could empty the nation’s 
thrift institutions of savings and switch 
the money into Treasury bills before 
the national legislators could get them- 
selves to give the matter any serious 
attention. 


¥ 


Dow-Jones’ Industrial Average 
Now Included in Chart 


uR chart “Trend of Utility Stock 

Groups” now includes the Dow- 
Jones industrial average, the recognized 
market yardstick (though some author- 
ities now prefer Standard & Poor’s 500- 
stock composite average). However, since 
this average started at an equivalent of 12 
in 1942 compared with 8-9 for the utility 
groups (excepting the growth electric 
utilities which are not charted prior to 
1947), the comparison with respect to 
long-term gains in the averages is no 


Percentage Increase 
4/6/60 1942-47 1947-60 1942-60 

65.0 211% 152% 683% 
48.5 129 144 : 

34.4 40 171 

20.9 16 101 

55.8 oo 417 

624 52 245 
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longer so exact—as it would be if all the 
indexes were equated to a single figure 
in 1942. A more exact comparison of rela- 
tive gains during the 17-year bull market 
is indicated by the table on page 618. 

The percentage gains indicate that dur- 
ing 1942-47 gas pipelines and gas distri- 
butors were the most popular groups, con- 
siderably outdoing the Dow-Jones indus- 
trial average. However, in the period 
1947-60 the “growth” electric utilities 
were outstanding with a gain of 417 per 
cent, compared with 245 per cent for the 
Dow average, 171 per cent for 31 elec- 
tric utilities, and 152 per cent for the gas 
pipelines. 

¥ 


Ilhnois Supreme Court Now 
Supports “Normalization” 


Yipes supreme court of Illinois has now 
modified its earlier decision in the 
Alton Water case (see comment in this 
department, page 254, February 18th is- 
sue) and the revised decision seems of 
special interest. A return of 5.6 per cent 
on fair value is found to be fair and rea- 
sonable. Depreciation as determined “by 
inspection” is considered preferable (in 
this case) to the straight-line method, 
when applied to fair value. 


The overall return of 5.6 per cent is 
allowed despite the fact that with the 
peculiar capital setup, it would permit a 
return of 17 per cent on the common stock 
investment valued at par. The supreme 
court holds that the circuit court erred in 
assuming that the return on the original 
common stock investment was the rele- 
vant figure in determining the reason- 
ableness of the overall return, stating: 


It would be inconsistent to judge the 
overall return on the basis of fair value 
but judge the return accruing to com- 
mon shareholders on the basis of a par 
value which is essentially original cost. 
The significant figure is the rate of re- 
turn on common stock valued at fair 
value. Several methods of computing 
this figure might be used. Either actual 
debt costs or hypothetical debt costs 
based on the current market might 
be subtracted from revenue after op- 
erating costs to produce net income 
allocable to equity. The fair value at- 
tributable to common stock might be 
determined by subtracting the par value 
of debt and preferred stock, to reflect 
the fact that all increments in value 
belong to equity, or by dividing fair 
value in the same percentages as book 
value. 





Preferred Stocks* 
Utility Common Stocks 





CURRENT YIELD YARDSTICKS 
(Standard & Poor’s Indexes) 


Spread—Common Stocks v. Al-+- Bonds.... —0.50  —059 -—052 +071 +40.23 


*Twelve industrial and two utility issues (high-grade). 


1959-60 Range 1958 Range 
High Low High Low 


4.72% —4.23% 4.27% —3.58% 
4.76 —4.24 4.34 —3.61 
494 —444 451 —3.85 
5.19 —4.71 4.96 —4.20 
490 —4.45 4.67 —4.26 
413 —3.71 498 —3.81 
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TREND OF UTILITY STOCK GROUPS 


Year-End Prices 





Month-End Prices 
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FINANCIAL NEWS AND COMMENT 


a to the circuit court’s decision 
that “flow through” of tax savings 
must be used for rate purposes to benefit 
consumers (contrary to the commission’s 
position) the supreme court now reverses 
the lower court, remarking, “This con- 
flict between the views of the commission 
and those of the court reflects a deep divi- 
sion in accounting and regulatory think- 
ing which exists throughout the country. 
Persuasive reasoning and numerous deci- 
sions of courts and regulatory agencies 
may be cited in support of each position.” 

Regarding the well-known argument 
that because of continuing plant additions, 
deferrals in future years due to accel- 
erated depreciation on these additional 
new assets will equal or exceed the in- 
creased tax liability arising during the 
later years of the useful life of the older 
assets—thus in effect producing a per- 
manent tax saving which should be used 
to benefit consumers—the supreme court 
now holds that “several not unlikely 
events might occur which would prove 


the assumption erroneous. A war, a-gen- 
eral depression or a decline in the local 
market might curtail a utility’s capital 
expenditures, and prevent further tax de- 
ferrals. As a result, taxes might increase 
just at the time when economic circum- 
stances would make the added expense 
most burdensome. It is also possible that 
§ 167 will be repealed, thus ending further 
tax deferrals. .. . If for any reason con- 
tinued investment in utility plant at cur- 
rent levels should cease, or accelerated 
depreciation be denied, the financial stabil- 
ity of utilities might be jeopardized if 
some provision had not been made for the 
increased taxes that would result.” 


| peomapets the use of the temporary 
cash savings resulting from tax de- 
ferrals, the Illinois supreme court points 
out that the commission’s order states 
that stockholders will not benefit because 
the funds could not be distributed as divi- 
dends or transferred to surplus. However, 
the court held that the commission was 
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MARCH UTILITY FINANCING 
PUBLIC OFFERINGS OF ELECTRIC AND GAS UTILITY SECURITIES 


Aver. Yield 
F Success 


or 
Under- Offer- Securities 
writing img Of Similar Moody Offer- 


Description Price 
Amount o 
Date (Miill.) Public 
Bonds and Debentures 
Central Illinois Light 1st 4, 1990... 99.61 70C 490% 456% Aa 
Nor. Indiana Pub. Ser. Ist (s.f.) 44, 
1 66C 4.73 4.56 Aa 


990 é 
Mississippi Power Ist 5s, 1990 .00 69C 5.00 4.89 A 
Louisiana P. & L. Ist 5s, 1990 ; 79C 4.93 4.80 A 
Niagara Mohawk Power Gen. Mtge. 

69C 4.70 4.53 Aa 


Earn.- 
Price 
Common Stocks—Offered to Stockholders Ratio 
2 Sierra Pacific Power 33.50 — 4. _— 7.09% — 
3/28 3 Public Service of N. M. ........... 28.25 28N 3. — 5.35 as 
3/29 2 Savannah Electric 130N 4. _ 5.10 one 


C—Competitive. N—Negotiated. a—The issue was reported well received. b—The issue was reported 
fairly well received. d—It is reported the issue sold slowly. 
Source, Irving Trust Company 


Spread Yield Quality Rating ings 


3/15 $14 
3/16 15 
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must be excluded from the rate base. 
The earning power of this money then 


wrong in allowing these amounts to re- 
main in the rate base. It stated: 





If this deduction is not made, the 
entire benefit of accelerated deprecia- 
tion goes to the shareholders, since 
earnings produced by the prepaid funds 
—either interest if the funds are in- 
vested in securities or income if the 
funds are put into new plant facilities 
—will belong to the shareholders, who 
would thus receive a return on money 
they did not invest in the company. 

The commission’s order therefore 
cannot stand. Funds generated by ac- 
cruing deferred tax expenses, and any 
facilities financed out of those funds, 


will either decrease consumer rates or 
increase service. The economic benefit 
to consumers over the life of any given 
asset should be about the same as if 
no accrual of deferred tax expenses 
were allowed, but it will be spread 
evenly over the useful life of the asset 
rather than being concentrated in the 
early years when depreciation rates for 
tax purposes are above normal. 


The court’s views on these various is- 


sues are largely quoted verbatim, so as to 
avoid editorial interpretations or conclu- 
sions on these debatable issues. 
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FINANCIAL DATA ON GAS UTILITY STOCKS 


4/7160 =Diw- 
dend Approx. 
About Rate 


Price 


Pipeline and Integrated Systems 


Ala. Tenn. Nat. Gas .... 
American Nat. Gas 
Arkansas Louisiana Gas . 
Colo. Interstate Gas .... 
Columbia Gas System .. 
Commonwealth Gas 
Commonwealth N. G. ... 
Consol. Gas Util. ....... 
Consol. Nat. Gas 

El Paso Nat. Gas 
Equitable Gas 

Houston N. G, ......... 
Kansas Nebr. Nat. Gas .. 
Lone Star Gas 

Miss. River Fuel 
Montana Dakota Util. .. 
Mountain Fuel Supply .. 
Natl, Fuel Gas .. 0 .... 
Northern Nat. Gas 
Oklahoma Nat. Gas .... 
Panhandle East. P. L. .. 
Pennsylvania Gas 
Peoples G. L. & Coke .. 
Pioneer Natural Gas .. 
Southern Nat. Gas 
Southern Union Gas ... 
Tenn. Gas Trans. ...... 
Texas East. Trans. 
Texas Gas Trans. ...... 
Transcont. Gas P. L..... 
United Gas Corp. ...... 


Averages 


33 
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Yield 


Saows 


PSSESAL CESS ALEVE LAAN EASES | 


SORSOANUDADDOBDOSDOOOVUWADH AO 


= 
in 
x 


Recent Per Cent Increase Price- 
Share In Share Earn. Earns. 
Earnings Recent 5-yr. Aver. Ratio 


out Equity 


$1.53Se 
4.55De 
1.68De 


13% 11% 
12 7 
38 50 

8 


78% 40% 
57 40 


| OWRPOUNARUMNAAHO 


2 
1.59Det} D18 
1.40Det D9 


_ 
NAAN 


1.93De 
2.02De D113 
2.33De 13 
1.25De 7 
227De D6 


10% 


4 


9% 15.3 
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Approx. 
4/7/60 Div Recent Per Cent Increase Price. Div. Common 
(Continued) Price dend Approx. _Share In Share Earn. Earns. Pay- Stock 
About Rate teld Earnings Recent 5-yr. Aver. Ratio out Equity 


Retail Distributors 


Alabama Gas 

Atlanta Gas Light 
Berkshire Gas 
Bridgeport Gas 
Brockton-Taunton Gas .. 
Brooklyn Union Gas .... 
Central Elec. & Gas .... 
Cent. Indiana Gas 
Chattanooga Gas 
Elizabethtown Gas 

Gas Service 

Hartford Gas 

Haverhill Gas 

Indiana Gas & Water .. 
Laclede Gas 

Mich. Gas Utils. 
Minneapolis Gas ........ 
Miss. Valley Gas 

Mobile Gas Service .... 
New Haven Gas 

New Jersey Nat. Gas ... 
No. Illinois Gas 

North Penn Gas 
Northwest Nat. Gas .... 
Pacific Lighting 
Piedmont Nat. Gas 
Portland Gas Lt. 
Providence Gas 

Rio Grande Valley Gas . 
So. Atlantic Gas 

So. Jersey Gas 

United Gas Improvement 
Wash. Gas Light 
Wash. Nat. Gas 
Western Ky. Gas 


fF 
NS 


— a 


'% $1.85De D15% 1% 15.1 88% 35% 
2.53Ja — 6 13.8 71 39 
1.16N D7 14.7 
2.16De D2 13.9 
1.30Det+ 10 14.6 
1.67De _— 15.6 
1.83De 30 1G! 
.86De D4 16.3 
.26N D40 15.4 
2.92Ja D3 11.6 
2.81De 22 21 
2.61De 13 16.9 
2.02Ja — 13.9 
1.50Ja DS 147 
1.10Se D15 18.2 
1.48Se 22 16.9 
2.16De 28 
1.98Se 
1.25Se 
3.07 Det 
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13 
10 


3 
20 
3 


4% 7% 148 
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Averages 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, AND WATER STOCKS 


Approx. 

Annual 4/7160 =Divi- Recent Per Cent Increase Price- Div. Common 
ev. Price dend Approx. Share In Share Earn. Earns. Pay- Stock 

(Mill.) About Rate Yield Earnings Recent 5-yr. Aver. Ratio out Equity 


Communications 
$6,771 American T. & T. (Cons.) > , 7% *$5.19De 
377 Bell Tel. of Canada .... : ; 2.39De 
51 Cin. & Sub. Bell Tel. Re i 5.57De 
288 Mountain Sts. T. & 7. ae A ; 9.96De 
380 New Eng. T. & - : 2.21De 
937 Pacific T. & T. ; : 1.42N 
128 So. New Eng. Tel. ..... 2 3 2.51De 


Averages 


Independents 
Anglo-Canadian Tel : H . 17% 21% i 
British Col. Tel. 45 ; ; 77 — . 72 
Calif. Inter. Tel. 4 4 : 10 NC ; 76 
Calif. Water & Tel. : i NC H 65 
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é 4/7/60 Divi- Recent Per Cent Increase Price- 
(Continued) Price dend Appres. Share In Shave Earn. Earns. 
About Rate teld Earnings Recent 5-yr. Aver. Ratio 


ne ie Ue 
Commonwealth Tel. .... 
oo i ee 
General Tel. & Elec. .... 
Hawaiian Telephone .... 
Inter-Mountain Tel. .... 
Rochester Tel. 

Southwestern St. Tel. .. 
Telephone Serv. of Ohio 150 
United Utilities 39 
West Coast Tel. ........ 24 
Western Union Tel. .... 48 
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Water Companies 
Holding Companies 
American Water Works 


Operating Companies 
Bridgeport Hydraulic ... 
Calif. Water Service .... 
Elizabethtown Water ... 
Hackensack Water 


n 
> 
3 
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Ohio Water Service .... 
Phila. & Sub. Water .... 
Plainfield Un. Water .... 
San Jose Water 

Scranton-Springbrook .. 
South. Calif. Water .... 
W. Va. Water Service .. 


vO_rcon 
oS 
et et 
WOW 


9 
6 
5 
2 
9 
3 
5 
11 
7 
4 
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Transit Companies 
Baltimore Transit $1.00 12.5% $1.02De 72% 
Cincinnati Transit 7 30 .91De 193 
Fifth Ave. Lines 50 .23De _— 
Greyhound Corp 1.00(p) 4. 181De D5 
Nat, City Lines 2.00 2.22De 33 
Niagara Frontier Trans. 60 -10De+ D87 
Pittsburgh Rys. ........ 25 _ 
Rochester Transit 6 40 
oe SS ee 1.00 
fi Cif Uy rr 8 _ 
United Transit 


— 
a 
& 

Ppp pd 

No 


55 
90 


_ 
NN 
tv 


86Det 34 47 
‘77De «13 130 
‘50De 146 


29De 18 79 
6.5% 0% 2% 12 76% 


A—American Stock Exchange. O—Over-counter or out-of-town exchange. S—New York Stock Ex- 
change. Ja—January; F—February; Ma—March; Ap—April; My—May; Je—June; Jy—July; Au—Au- 
gust; Se—September; Oc—October; N—November; De—December. NC—Not comparable, NA—Not 
available. D—Decrease. *On average shares. **Includes tax savings from accelerated depreciation. (a)— 
Adjusted to eliminate 13 cents per share of nonrecurring tax savings. (b)—Also 20 per cent stock dividend 
January 15, 1960. (d)—Also 1 per cent stock dividend quarterly. (e€)—Also 3 per cent stock dividend Janu- 
ary 7, 1960. (g)—Five per cent stock dividend April 10, 1959. (j)—Also 5 per cent stock dividend March 
19, 1959. (k)—Also 20 per cent stock dividend March 9, 1959. (L)—Also 10 per cent stock dividend June 
10, 1959. (m)—Also 10 per cent stock dividend January 15, 1960. (n)—Excludes profit realized on sale of 
Los Angeles Transit $3.81 per share. (p)—Also 5 per cent stock dividend June 30, 1959. (q)—Also 3 per 
cent stock dividend December 31, 1959. (R)—Also 40 per cent stock dividend June 13, 1960. (S)—Also 10 per 
cent stock dividend March 31, 1960. }December, 1958. ++Excludes profit on sale of securities of 26 cents 


per share. 
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What Others Think 


Impact of Inflation on Public Utility Regulation 


HE California Management Review 

(Volume I, No. 4, 1959) has pub- 
lished a study made by Fred P. Morrissey, 
on the subject of “Inflation and Public 
Utility Regulation.” Mr. Morrissey is an 
associate professor of business adminis- 
tration at the University of California 
and readers of the ForTNIGHTLY will re- 
call a number of his previous articles on 
finance, business economics, and the pub- 
lic utility industry. 

Mr. Morrissey states that few people 
realize the scope of the public utility in- 
dustries in the United States. To illus- 
trate this size he notes that, excluding 
transportation, utility assets constitute 
20 per cent of the total assets of all non- 
financial corporations in the United 
States. In the past few years public utili- 
ties have been consuming 40 to 50 per 
cent of all new corporate security issues 
—about $5.8 billion in 1958. Total 
revenues of public utility companies in 
1958 amounted to some $21.6 billion. 
These few examples indicate that the 
business community should pay close at- 
tention to the public utilities because of 
the huge segment of the national economy 
which they represent. 

The question, “Have utility stockhold- 
ers been able to keep pace with inflation 
in the postwar period?” is posed by Mr. 
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Morrissey. A study of various Moody’s 
stock indexes indicates that the utility 
industry (with the exception of American 
Telephone and Telegraph) has more than 
kept pace with inflation from a stockhold- 
er’s viewpoint. 


HIs conclusion, Mr. Morrissey states, 

is based upon the assumption that the 
study is correct and that earnings were 
accurately and reliably reported. The lat- 
ter assumption, he believes, is a “debat- 
able one” since a major expense item in 
utility rate making is depreciation. As it 
is commonly determined—on the original 
cost of the physical plant—it approaches 
10 to 12 per cent of the operating reve- 
nues. Depreciation is of greater impor- 
tance to the public utilities than to indus- 
trial companies for a number of reasons. 
Mr. Morrissey states: 


... First, the life of a utility plant is 
typically much longer, and hence, as in- 
flation continues, the dollars recovered 
through depreciation expense are of 
depreciated value in terms of their 
original purchasing power. Second, 
utility fixed plant and equipment make 
up a much greater proportion of total 
assets for utilities than for most indus- 
trials. Third, industrials have had ac- 
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cess to the benefits of § 167 of the In- 
come Tax Code of 1954, commonly 
referred to as liberal depreciation, 
whereas the utilities have not been able 
uniformly to acquire for their stock- 
holders the benefits of this tax deferral 
(or, possibly, forgiveness). Finally, it 
is a fact that nonregulated industry has 
been able to rely heavily on retained 
earnings and perhaps completely offset 
any understatement of depreciation. 


M& Morrissey observes that the con- 
cept that total revenues should 
cover total resources consumed has been 
accepted in a number of countries. How- 
ever, the United States has been reluctant 
to take on this theory because of the pos- 
sibility of increased rates to the consum- 
er in the short run. A number of public 
ownership cases cited indicate that such 
publicly owned electric utilities have been 
able to augment normal depreciation by 
appropriating surplus—the excess of 
revenue over customary costs—without 
specifically increasing rates. The tele- 
phone section, the author notes, has not 
been so fortunate. Mr. Morrissey believes 
that another reason for the lack of ac- 
ceptance of this policy in the United 
States is the uncertainties of the cost of 
plant adjusted for purchasing power, 
technology, efficiency, and such related 
factors, when replacement cost is con- 
sidered. 

The federal income tax in this country 
also militates against any general accept- 
ance of economic depreciation. Regarding 
this federal policy Mr. Morrissey states: 


Therefore, regulatory commis- 
sions are free to claim that the allow- 
ance of extra depreciation expense 
would require a contribution by rate- 
payers in excess of 200 per cent of the 
net increase in depreciation expense 
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over original cost depreciation. While 
there is political merit in the commis- 
sions’ attitude, there may be little 
economic merit. 


lp spite of this it is noted that several 
decisions have been made which favor 
depreciation expense adjusted for price 
level changes. Among those is the 1957 
decision of the Indiana Public Service 
Commission which authorized the Indiana 
Telephone Corporation to “accrue de- 
preciation upon the basis of the cost of 
its property, repriced in current dollars; 
and [it should] file its annual report with 
this commission showing depreciation ex- 
pense accrued on the basis of original cost 
and on the basis of cost repriced in cur- 
rent dollars...” (16 PUR3d 490, 498. ) 

Concerning the issue of rate base the 
author concludes that if one accepts 
“economic depreciation” as a proper ex- 
pense it probably follows that a reproduc- 
tion cost rate base must be used. How- 
ever, the following difficulties are noted: 
(1) The uncertainty associated with the 
determining of reproduction cost or fair 
value. (2) The adequacy of earnings is 
more important than the method of ar- 
riving at them. 

It is Mr. Morrissey’s contention that 
the debate over a proper rate base has 
been overemphasized in utility rate mak- 
ing. He notes that the composition of any 
rate base is subject to wide interpretation 
despite specific definitions which are often 
arrived at by economists and textbook 
writers. It is contended that there is 
agreement that net book cost includes 
plant in service less depreciation reserve 
but considerable leeway is encountered in 
determining whether materials and sup- 
plies, working cash, and such should be 
added in. 

The real test is not what rate base 
should be used, rather it is the end 
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result—the adequacy of earnings and 
service. The author’s analysis of the 
status of equity investors in electric utili- 
ties indicates that they have kept pace 
with inflation in terms of earnings and 
market price. In addition, the utilities 
have been able to raise billions of dollars 
of new capital without destroying the 
value of their securities. This has been 
possible, at least in part, because many 
commissions have abandoned the strict 
“original cost’”’ rate base in the face of 
continued inflation. There appears to be a 
tendency to anticipate plant expansion 
and higher price levels, by including con- 
struction work in process, use of a year- 
end rate base, or the use of a future test 
period. The author points out that the 
states of Illinois, Pennsylvania, Ohio, and 
Iowa recognize fair value in the rate base, 
and equity holders, therefore, have pro- 
tection against inflation. California has 
not taken any direct action on this matter 
but it does recognize the effect of “attri- 
tion” on earnings as new high-cost ex- 
pansion is added. 

The electric industry has benefited from 
operating economies in the nature of in- 
creased customer usage (much of it at 
off-peak periods), and various tech- 
nological advances permitting greater op- 
erating efficiency. The telephone industry, 
on the other hand, has not benefited in 
these areas and has suffered because of 
the large wage problem. Thus, the electric 
companies have not been put in the posi- 
tion of asking for repeated rate increases. 


rr conclusion Mr. Morrissey states that 
the final result of utility regulation is 
to produce a reasonable level of earnings 
for the company, ensuring that the in- 
vestors’ property is being reasonably com- 
pensated and that the consumer is not 
exploited through high prices. The com- 
munity, too, must be given adequate serv- 
ice and the full cost of providing the serv- 
ice should be recovered and the stock- 
holder should be permitted some protec- 
tion from inflation. The author states: 


. Today this inflation protection 
appears to have been provided, but the 
accounting for the actual quantity of 
resources utilized is in doubt. The con- 
cern over the possible understatement 
of depreciation as an expense is not 
only a concern for the investor’s capi- 
tal; rather, it is due to the fact that 
revenues may not be adequate to cover 
total real costs of providing the 
service. Hence, there may result a mis- 
allocation of economic resources be- 
cause utility services are being offered 
below their real cost. 


Mr. Morrissey’s study indicates that 
the returns to utility stockholders have 
generally been adequate to keep pace with 
inflationary trends in the economy. He 
does raise a question, however, of the 
possibility of reported earnings being il- 
lusory because of inadequacy of deprecia- 
tion allowances. 


—C.M.B. 





Direct Dialing Speeds Hotel Service 


i. great hotels in Pittsburgh, Penn- 
sylvania, the Penn-Sheraton and the 
Pittsburgh Hilton, are among the first of 
their respective chains to install a direct 
dialing service for their guests. Patrons 
of the hotels now can dial their room 
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phones to obtain any inside services and 
can as well dial outside numbers directly 
without going through the switchboard. 
Long-distance calls, however, still must 

be placed through the hotel operator. 
This is the gist of a “dial age” story 
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that appeared in the March, 1960, issue 
of The Telephone News, employee maga- 
zine of The Bell Telephone Company of 
Pennsylvania. The article points out that 
this new timesaving service did not just 
happen in these Pittsburgh hotels. It re- 
quired careful planning which began way 
back in 1956, Actual service did not com- 
mence until November of 1959. Many 
months of study were involved. Paper 
work had to be analyzed. Switchboard 
operation required intensive study. Then 
the engineering team took over and imple- 
mented the ideas with a practical opera- 
tion. 


yee to the article, the Penn- 
Sheraton general manager, Charles 
T. Carey, praises the system as being “of 
great service to the hotel” and having 
“improved overall efficiency.” Charges 
for local calls that guests make are re- 
corded automatically on a message regis- 
ter near the cashier’s desk. Thus check- 
out time is expedited because it takes but 
seconds for the cashier to ascertain what 
calls any departing guest has made. Long- 
distance time and charges on calls are 


available immediately, too, for they are 
teletyped to the hotel by the telephone 
company right after any call is made. 

In the Penn-Sheraton, guests may dial 
other guest rooms, too, using a special 
code system. The hotel has 1,600 tele- 
phones in 1,300 rooms. 


yee guest room telephone in the Hil- 
ton incorporates a message-waiting 
lamp which lights to inform guests, re- 
turning to their rooms, that the hotel at- 
tendant has a message. The direct dialing 
setup in the two hotels has naturally de- 
creased the number of calls going through 
their switchboards, but incoming calls are 
still big business. The net effect is in- 
creased guest satisfaction because of the 
speed and efficiency with which calls for 
hotel service and information, as well as 
outside communication, can be accom- 
plished. 

These two new direct dial systems are 
a splendid example of what traditional 
telephone teamwork and progressive man- 
agement can achieve in improving service 
not only for hotel guests, but for hotel 
personnel as well. 





Direct Conversion of Heat to Electric Power 


nN explanation of some of the projects 
being undertaken to convert heat 
into electric power by the electrical indus- 
try was given in a talk at the annual meet- 
ing of the Southeastern Electric Ex- 
change in Boca Raton, Florida, last month 
by Mark W. Cresap, Jr., president of 
Westinghouse Electric Corporation. 

As part of the research program of the 
sixties, he said, the industry finds itself 
standing on the threshold of still newer 
methods of power generation. Rapidly 
developing, he said, is a complex tech- 
nology in the direct conversion of heat to 
electricity. 


APRIL 28, 1960 


Cresap said there are four most 
promising methods of conversion which 
are: thermoelectric generation, magneto- 
hydrodynamics, thermionic generation, 
and the fuel cell. 


Thermoelectric conversion consists of 
applying heat to semiconductor materials 
from which current is generated. Cresap 
stated : 


... We are currently building several 
thermoelectric generators under con- 
tract to the government. .. .By 1970, or 
thereabouts, we expect to have de- 
veloped the know-how to build a gen- 
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erator up to 100 megawatt sizes that 
you can buy for $80 a kilowatt. It 
would have an overall efficiency on the 
order of 20 per cent and would be 
nuclear fired. 


The problems facing the development 
of magneto-hydrodynamics are formi- 
dable, Cresap reported. To make it prac- 
ticable, new materials, he said, must be 
developed that will withstand the ab- 
normally high temperatures the process 
requires—about 3,500 degrees Fahren- 
heit. 


Rory said he doubts that this method 
of generation will be developed to 
any degree in the near future. Perhaps in 
ten or twenty years something will be 
perfected, he predicted, stating: 


The third method is that of therm- 
ionic generation in which heated elec- 
trons are used to produce electric 
power. 

Because of its high-temperature op- 
erating requirements, we see this 
method best applied for commercial 
generation of power as a topping unit 
for a nuclear steam plant, since it could 
take advantage of the high tempera- 
tures available. 

We are now generating enough 
thermionic power in our laboratories 
to light a small lamp and run a tiny 
motor. Within two or three years we 
will have some interesting working de- 
vices, and we expect to be putting our 
energy at least in the 100-watt range. 


The fuel cell, Cresap explained, is 
basically an electric battery, but one 
which uses relatively inexpensive fuels, 
fed continuously into the system. He said: 


Low-temperature fuel cells, using 
oxygen with hydrogen or other special 
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fuels, are today’s most publicized fuel 
cells. In spite of relatively high fuel 
costs, these cells have been given 
priority development in America be- 
cause of projected military application, 
such as those in remote locations where 
the problem of transporting fuels is 
more important than fuel cost. It seems 
fairly certain that they will begin to 
find small-scale special purpose uses 
within the next five years. 


If the problems are solved, Cresap de- 
clared, as they may be within ten to 
twenty years, we may look to the high- 
temperature fuel cell to play a significant 
role in the large-scale generation of elec- 
tric power. 


) jon a long-range point of view all of 
these generation methods offer great 
promise—higher efficiencies, for one 
thing, than present turbine generator sys- 
tems. And all have an inherent potential 
for lower capital cost per kilowatt in- 
stalled. There will be no swift or spec- 
tacular change from today’s methods of 
generation and the heat conversion proc- 
esses. Present generators will remain the 
dominant power source for many years. 

Cresap emphasized that the electric in- 
dustry was playing for high stakes in its 
research of heat conversion methods. For 
just a saving of one mill in generating 
costs, he said, would have a profound im- 
pact on the industry as it would mean 
savings twenty years from now of $2 
billion annually. 

He said there is no question that we 
can overcome the technical difficulties in- 
volved in perfecting heat conversion 
methods. After that is accomplished the 
success of the electric industry depends 
on public recognition and national ap- 
preciation of what has been done. 
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Superheat Reactors for 
Nuclear Power 


Fre studies conducted by General 
Electric Company it is indicated that 
larger superheat reactors might offer siz- 
able potential savings in nuclear power 
costs. Engineers said fuel cycle costs of 
superheat reactors, together with prob- 
able capital cost savings for large super- 
heat units, point to an overall reduction 
in the present cost of nuclear power of 
about two-third mills per kilowatt-hour. 

While this may seem small, this much 
potential saving could be very important 
in areas where the difference now between 
cost of nuclear power and that produced 
by conventional power stations is rela- 
tively small. 

Nuclear power costs are now esti- 
mated in the range of 7.5-8.5 mills 
per kilowatt-hour, as opposed to about 7 
mills per kilowatt-hour for steam-gen- 
erating plants, in areas where the cost of 
conventional fuel—that is, oil and coal— 
is considered somewhat expensive. 

Before the potential savings in super- 
heat reactors can be definitely ascertained 
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The March of 
Events 


for large nuclear plants, considerable op- 
erating experience must be obtained on 
fuel lifetimes and on the effect of fuel 
failures. 


Largest Steam Power Plant 
In World 


ee steam plant, the huge electric- 
generating station which the Tennessee 
Valley Authority is building on the fringe 
of its area in west Kentucky, will be the 
largest of its kind in the world upon 
completion, it is reported. It will have 
an initial capacity of 1.2 million kilo- 
watts and an ultimate capacity of 2.4 mil- 
lion kilowatts. Its first two units will be 
expanded ultimately to four units, each 
with a capacity of 600,000 kilowatts. 

The world’s largest existing steam plant 
is the one at Kingston, Tennessee, which 
has a total capacity of 1,440,000 kilo- 
watts. 

Cost of the Paradise plant has not been 
revealed. But the first unit will cost more 
than $100 million, with the final invest- 
ment in the plant something like four 
times that figure. 


Connecticut 


Atomic Leadership Urged 
HE governor of the state, Abraham 
Ribicoff, told the Connecticut Indus- 
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trial Radioisotope Workshop at the New 
Haven Lawn Club recently that the crea- 
tion of a nuclear research center in Con- 
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necticut might help make it a national 
leader in atomic energy. 

He also announced the appointment of 
Arthur V. Peterson, a management con- 
sultant, as executive co-ordinator of 
atomic energy development. Peterson will 
consult with the state’s utility companies 
and representatives of other industries, 
education, and medicine, on the feasibility 
of establishing the new nuclear center. 
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Ribicoff said atomic energy represents 
“one of the greatest promises for the 
growth of Connecticut industry—and for 
the improved competitive position of the 
state in the area of economic develop- 
ment.” The Connecticut governor also pre- 
dicted that his state would be ready to 
take advantage of nuclear-produced pow- 
er when this kind of energy becomes eco- 
nomically competitive. 


Kentucky 


Asks Phone Rate Boost 


HE General Telephone Company of 
Kentucky has applied to the state 
public service commission for permission 
to set higher rates. The company asked 
for an increase amounting to $1,989,942. 
For the average telephone subscriber in 
the 309 communities served by General, 
the increase would amount to $1.80 a 
month. 
Higher costs for construction and 
maintenance, wages, taxes, and other 


commodities were given as the reason for 
the asked-for boost by company Presi- 
dent H. J. Huether, Jr. He also said the 
company needs the additional revenue to 
meet continued demand for expanded and 
improved service. Huether said inflation 
has hit the telephone company just as 
hard as it has hit any other business or 
individual. He pointed out that General 
had increased its investments in telephone 
plants during 1958-59 by more than $16.5 
million. 


Louisiana 


Gas Price Boost OK’d 


iy May home owners and industrial 
plants in the New Orleans area will 
face a hike in their gas bills. How much 
of an increase has not yet been deter- 
mined. The increase stems from an order 
by the state public service commission 
which has authorized United Gas Pipe 
Line Company to raise its selling price to 
distributors. Officials of New Orleans 
Public Service Inc. and Louisiana Gas 
Service Company stated the rate boost 
will be passed along to consumers. 


Only 62 per cent of the request asked 
for by United Gas was granted by the 
commission. The company plans to appeal 
the decision. 

If the full amount asked for by United 
Gas had been allowed, the average cost to 
individual gas users would have amounted 
to only $2.50 a year more. 

In the decision finally made the com- 
mission allowed United Gas to increase 
its rates to correspond with its cost plus 
5.5 per cent overall rate of return, it was 
reported. 


Michigan 


Long-distance Phone Rates 
Upped 


oo Michigan Public Service Com- 
mission has approved a rate schedule 








that will give four independent telephone 
companies more money on long-distance 
calls within the state. The new rates will 
make toll charges conform with those au- 
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thorized for Michigan Bell Telephone 
Company under a recent $4 million rate 
increase. 

The independent companies are Gen- 
eral Telephone Company of Muskegon, 
which has about 240,000 phone customers, 
and Moore Telephone System, Caro 
Ontonagon County Telephone Company, 


and Pickford Telephone Company. 

Commissioner Thomas M. Burns esti- 
mated that the schedule would mean an 
additional $36,000 annual revenue for 
General Telephone. He said the increase 
in income for the other companies would 
be negligible, amounting to only a few 
thousand dollars. 


Pennsylvania 


Gas Rate Boost Asked 


7 Pennsylvania Public Utility Com- 
mission has been asked by Peoples 
Natural Gas Company of Pittsburgh to 
let it increase its rates by $1.4 million to 
its 261,000 customers in the western part 
of the state. Reason for the increase 
sought is a boost in wholesale gas costs. 
In the last three years rate increases 
have been granted to Peoples Gas totaling 
$5.3 million. Another $898,000 was ap- 
proved in February to cover the state’s 
14-mill tax on utility companies. H. Don- 
ald Borger, president of the Pittsburgh 
gas utility, attacked the FPC in regard to 
allowing rate increases. He said, “The 
procrastinating tactics of the FPC in de- 
termining proper gas rates chargeable to 
interstate suppliers is imposing an un- 
reasonable and entirely unnecessary strain 
on the Peoples Gas, a distributing com- 
pany, and its customers. Such stalling 
demonstrates inexcusable inefficiency.” 


Approves Gas Rate Boost 


fbn public utility commission has al- 
lowed an increase in natural gas rates 
to Equitable Gas Company of Pittsburgh 
in an estimated amount of $858,000 an- 
nually, effective April 5th, but suspended 
for investigation a second raise of $3,- 
299,000. The increase is designed to off- 
set a corresponding increase in cost of 
gas bought wholesale from southwestern 
suppliers. It will add 1.1 cents per thou- 
sand cubic feet to the bills of 238,478 
customers in Allegheny, Armstrong, But- 
ler, Greene, Indiana, Washington, and 
Westmoreland counties. 

The second raise of $3.2 million sus- 
pended by the commission was an amount 
the company said it required to help it 
meet operating expenses. The commission 
said Equitable failed to provide sufficient 
supporting data. It is hoped adequate rate 
facts will be provided at subsequent hear- 
ings in the case. 


Washington 


Approves Rate Rise 

HE state public service commission 

has authorized Puget Sound Power 

& Light Company to boost its rates by a 

total of $3,634,000 a year. The increase, 

according to the commission, will allow 

Puget a 6.25 per cent rate of return on 
its investment. 

The amount approved was $295,800 

less than the company had requested. 
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About $2 million of the increase will go 
for taxes, according to the commission, 
leaving a net increase of $1,678,037. This 
hike will amount to a boost of about three 
cents a day for each of Puget’s 207,000 
customers. The company serves part of 
Grays Harbor, Island, Jefferson, King, 
Kitsap, Kittitas, Lewis, Pierce, Skagit, 
Thurston, and Whatcom counties, mostly 
in suburban and rural areas. 
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Trends and Topics 


Recent Views on Stock Option Plans 
For Key Personnel 


cg stock option plans, offering substantial tax advantages over a 
straight salary increase, afford many companies an attractive means of 
remunerating key personnel. It is not surprising that public utilities have pro- 
posed to use such plans along with unregulated companies, for both must 
compete in the market for competent personnel. Some regulatory authorities 
have ruled that utility companies may offer stock option plans to key em- 
ployees, while other regulatory authorities have disapproved them. The matter 
was discussed in Pusiic Utinities FortNIGHTLY, August 18, 1955, at page 
281. More recently, it has been the subject of several important commission 
decisions. 


Statutory Authority Held Lacking 


In denying the petition of Brooklyn Union Gas Company for authority 
to sell 75,000 shares under a restricted stock option plan, the New York 
commission (one commissioner dissenting) asserted that “the device of a 
stock option plan to give utility personnel remuneration subject to a lesser 
tax is not adaptable to the public utility situation” (24 PUR3d 445). The 
commission thought it would be of questionable propriety to approve a stock 
issue which would implement a plan to permit optional purchase and sale by 
utility personnel of stock which determines control of the utility, where such 
purchase and sale would depend upon personal benefits that might accrue to 
each individual. The situation in the extreme, it was said, would lend itself 
to manipulation. 

The commission criticized the stated intent of the plan to secure and retain 
qualified employees by increasing their proprietary interest in the company. 
This interest would not necessarily be the acquisition and retention of stock 
in the company, for options would not be exercised if the market price of the 
stock declined below the option price. To benefit the participant in the manner 
intended, the stock must be sold and then the proprietary interest would 
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terminate. Despite a showing that the company had lost important personnel 
because it lacked a stock option plan, the commission declared that “the dis- 
advantages of a stock option plan for a regulated utility far outweigh the 
advantages.” 

Upon appeal, the court confirmed the commission’s refusal to approve the 
proposed stock issue, but for different reasons (29 PUR3d 388). The reasons 
given by the commission, said the court, go beyond the administrative function 
and enter the field of management. While the court recognized that the pro- 
posed plan “may well be . . . an excellent management proposition,” it held 
that the proposed issuance of stock under a restricted option plan was simply 
outside the strict capital purposes specified in the New York Public Service 
Law and hence prohibited. 

The Public Service Law authorizes security issues for the acquisition of 
property, plant construction and improvements, maintenance or improvement 
of service, discharge or refunding of obligations, and reimbursement of the 
treasury for money actually expended for the foregoing purposes except 
service maintenance and replacements. The commission is explicitly denied 
power to authorize securities for purposes other than those enumerated, and 
it must state that the purposes of an authorized issue are not in any part 
reasonably chargeable to operating expenses or to income. 


Sharing of Market Price Risk 


The Georgia commission refused to authorize South Atlantic Gas Company 
to sell 30,000 shares of stock under an option plan for selected employees, 
though it would allow the sale pursuant to an irrevocable subscription (13 
PUR3d 230). The question, as the commission saw it, was whether the over- 
all arrangement would produce the lowest cost of capital to the company. 
Cost of capital, the measure of fair rate of return, declines for a particular 
security as the price of that security increases. Therefore, the commission 
reasoned, a regulated public utility should market its securities at the best 
price obtainable in order to insure the lowest cost of capital. 

The proposed option price of the stock was $12.50 a share. The proceeds 
would be used to pay notes to be issued to obtain capital for construction of 
facilities. This arrangement met the statutory requirement for a showing of 
need for capital funds for the acquisition of property, for construction and 
equipment, or for improvement of facilities. Market quotations for the com- 
pany’s common stock indicated a bid of $12 per share and an asking price 
of $13.25. 

But the option device was unsatisfactory. The commission pointed out that 
if the market price of the stock is $12.50 a share or less when the option 
matures, the sale would not take place, and the company would receive only 
the lower current market price for such stock as might be sold. If the market 
price is more than $12.50, the sale would be made, though the company would 
receive only $12.50 a share irrespective of the market price at the time of the 
sale. 

The commission decided to authorize the proposed stock sale at $12.50 a 
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share on an irrevocable subscription basis for future delivery on future pay- 
ment, or on a reasonable time payment plan under which the sale would be 
irrevocable, since the risk resulting from a different market price would 
thereby be equally shared by the purchaser and the company. 


Incentive and Capital Purposes Approved 


The Indiana commission, on the other hand, had no difficulty in authorizing 
Panhandle Eastern Pipe Line Company to issue 200,000 shares of common 
stock under a stock option plan for key employees (19 PUR3d 205). The 
commission observed that one of the purposes of the plan was to provide an 
opportunity for employees to invest in the company. This would create addi- 
tional incentive for them to remain with Panhandle and to increase their 
efforts on the company’s behalf, with the result that Panhandle would be 
better able to continue to render dependable service. A further purpose of the 
plan, it was noted, was to obtain capital from time to time, which would be 
placed in the general funds of the company for use in the acquisition of 
property, material, or working capital, or used in construction of facilities, 
discharge of obligations, or reimbursement of the treasury for money already 
expended for such purposes. 

The fair value of the plant and property of Panhandle was in excess of the 
aggregate amount of its long-term indebtedness and stock, including the pro- 
posed issue of 200,000 shares. The commission expressly found that the pro- 
posed issue pursuant to the stock option plan “is in the best interests of Pan- 
handle, is beneficial to Panhandle’s maintaining the quality of its operations 
and service at a high level, and is in the public interest.” 

Similarly, the Ohio commission (January 11, 1957) authorized the Cleve- 
land Electric Illuminating Company to offer 200,000 shares of common stock 
to selected employees under a restricted stock option plan. The proceeds would 
be used to reimburse the company treasury for capital expenditures. 





Review of Current Cases 


Average Net Plant Rate Base and Assumed Debt Ratio 
Adopted in Telephone Rate Proceeding 


. =o a claim for an 8 per cent rate 
of return, the Michigan commission 
allowed Michigan Bell Telephone Com- 
pany 6.62 per cent on an average net plant 
rate base of $582 million. Noting that this 
rate is above the current cost of capital, 
the commission indicated that it would 
be adequate to maintain the company’s 
financial standing and attract additional 
capital on reasonable terms. 


In adopting an average net plant rate 
base, the commission pointed out that it 
does not have the infirmities inherent in 
other bases, such as reconstruction cost 
new or trended original cost, “which rely 
on varying estimates of possible present 
or future costs, or upon the application of 
index numbers to plant units which may 
be obsolescent.” The adopted base elimi- 
nates “observed” depreciation reserve and 
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correctly reflects the company’s invest- 
ment in assets devoted to public service. 
It also correctly weighs the proportion of 
the test period during which these assets 
were available, and allows for accrued 
depreciation at scientifically determined 
rates, said the commission. Working capi- 
tal of $7 million was included. 


Expenses Reduced 


In keeping with its past position, the 
commission excluded charitable contribu- 
tions from expenses. Likewise, dues in 
service clubs and chambers of commerce, 
“without any clear benefit in providing 
telephone service,” were excluded. 

The staff urged a reduction in test 
period expenses because the profit rate of 
Western Electric Company, Michigan 
Bell’s supplier, exceeded the rate of re- 
turn authorized for Michigan Bell in the 
last rate order. Both companies are sub- 
sidiaries of American Telephone and 
Telegraph. Michigan Bell argued that 
Western’s prices were reasonable and 
contended that it would be improper to 
reduce a cost actually incurred. The com- 
mission decided that the customers were 
“entitled to protection against excessive 
profits,” and reduced expenses as re- 
quested by the staff. 

Finally, because of Michigan Bell’s low 
debt ratio, income tax expense was re- 
duced, for the purposes of this rate pro- 
ceeding, to reflect the 35 per cent debt 
ratio of the Bell system. 


Dissent Urges Rate Reduction 


Commissioner Lee, dissenting, would 
impose a substantial reduction in rates 
instead of granting an increase. He at- 
tacked the commission’s “actual-use” 
basis of intrastate-interstate separation 
allocations of investment and expenses as 
being unrealistic. Toll call service should 
be weighed more heavily than local call 
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service in making the allocations, he de- 
clared. 


In calculating the income available for 
return, this commissioner would use a 
debt ratio of 40 per cent. He noted that 
the commission has historically found that 
income taxes paid on a capital structure 
containing less than 40 per cent debt capi- 
tal were an avoidable expense. 

The commissioner urged that an aver- 
age capitalization rate base be used, in- 
cluding only assets provided by investors 
and excluding certain “generated” funds. 
“The company generates funds by record- 
ing liabilities currently which will not be 
paid until many months later and these 
funds are sent to its parent company and 
actually reduce the investment originally 
made by AT&T.” He indicated that the 
parent company should not be allowed to 
earn a double return “on money it now 
holds and in fact has invested, not in 
Michigan Bell, but in government securi- 
ties.” An average capitalization rate base 
would obviate the necessity of determin- 
ing a separate allowance for working 
capital. 

Commissioner Lee, along with the ma- 
jority, disapproved the idea of relying on 
the experience of AT&T in raising com- 
mon stock capital as an important guide 
in determining cost of capital and rate of 
return for the operating company. Ob- 
serving that AT&T has in recent years 
made all common stock sales through 
rights to existing stockholders, he noted 
that the parent corporation has not had to 
give serious attention to market prices 
and has substantially wunderpriced its 
stock issues. It would be unreasonable to 
use inflated yield figures based on self- 
regulated prices as a basis for determin- 
ing cost of capital and rate of return. The 
staff’s suggested rate of return of 6.47 
per cent on an average capitalization rate 
base (which would afford appreciably less 
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revenue than the majority’s allowance) 
would be more than ample, said Commis- 


HE Federal Power Commission de- 
nied a motion by interveners for dis- 
qualification of the presiding examiner in 
a proceeding involving sales by El Paso 
Natural Gas Company in southern Cali- 
fornia, even though the examiner had ex- 
pressed preconceived opinions about 
important matters in issue before the in- 
terveners had been heard. The interveners 
complained that they would be deprived 
of a fair and impartial hearing because 
the examiner had prejudged the issue of 
market requirement and marketability. 
The commission agreed that the state- 
ments made by the examiner were 
“gratuitous, unjustified, and injudicious” 
but ruled, nevertheless, that the indis- 
cretion was not good cause for disquali- 
fication. The examiner performs functions 
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Injudicious Opinions Expressed by Presiding Examiner 
Held Insufficient to Warrant Disqualification 


sioner Lee. Re Michigan Bell Teleph. Co. 
T-252-60.1, February 18, 1960. 


for the commission, such as taking testi- 
mony, passing on the admissibility of 
evidence, and otherwise conducting hear- 
ings so as to make adequate records upon 
which a decision can be made. 

But the final decision must be made by 
the commission, not the examiner. The 
interveners had not yet been actually de- 
prived of the right to follow relevant and 
material lines of inquiry, it was noted. 
Nor had relevant and material evidence 
offered by them been rejected. The com- 
mission did not believe, therefore, that the 
interveners would be deprived of a full 
and fair hearing by having the same ex- 
aminer continue to conduct the hearings 
in the case. Re El Paso Nat. Gas Co. et al. 
Docket Nos. G-16235 et al. February 18, 
1960. 


Interstate Natural Gas Producer Service Abandoned 
In Favor of Sales for Intrastate Use 


HE Federal Power Commission au- 

thorized a natural gas producer, P. R. 
Rutherford et al., to abandon service to 
United Gas Pipe Line Company even 
though the producer had contracted to 
sell all of its gas to an intrastate pipeline, 
Industrial Gas Supply Company, at a sub- 
stantially higher price. The commission 
found that there was no longer any public 
need for this service to United. 

The contract with United was made in 
1946 and provided for termination in ten 
years. Although it expired in 1956, Ruth- 
erford continued to make service avail- 
able. While this gas amounted to less than 
one-tenth of one per cent of the pipeline’s 
supply, United had never taken substan- 





tial amounts from Rutherford, consider- 
ing how much was available, and had 
taken none at all during the past two 
years. In 1951 the producer had entered 
into a contract with Industrial, agreeing to 
sell this intrastate purchaser all of its gas 
upon termination of the interstate con- 
tract. 


Examiner Disapproves Abandonment 


The examiner had denied the abandon- 
ment application, finding that Rutherford 
had abandoned the sale in violation of the 
Natural Gas Act and was now attempting 
to take advantage of such violation. He 
decided that the abandonment was for 
the purpose of obtaining higher prices 
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and avoiding Federal Power Commission 
jurisdiction over prices. He also indicated 
that allowing the abandonment would set 
a bad precedent for other producers. 
Finally, he claimed that Rutherford had 
not shown clearly that United did not 
need this gas. 


Gas Not Needed by Interstate Buyer 


The commission, reversing the ex- 
aminer, concluded that the public con- 
venience and necessity permitted the 
proposed abandonment. It found no 
wrongdoing by Rutherford. The producer 
had entered into the intrastate contract in 
good faith before federal jurisdiction at- 
tached to producer sales and at a time 
when it needed a new market to protect 
its wells from drainage, because of 
United’s failure to take the available 
amounts of gas. Furthermore, the pro- 
ducer had continued to make gas avail- 
able to United after termination of the 
contract, in compliance with the Natural 
Gas Act. 

The commission found no evidence that 
the intrastate contract was made as a 
subterfuge to circumvent the statute. It 
believed that it should honor the terms 
of such a contract where they appear to 
be consistent with the requirements of 
public convenience and necessity. The 
fact that Industrial is an intrastate pipe- 
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line serving consumers in Texas only does 
not preclude a showing that its sales are 
in the public interest, said the commission. 
Its need for gas was clearly shown. 

The commission held that the evidence 
in this case established a lack of need for 
the gas on the part of United. A further 
inference in this direction was drawn 
from the fact that United, though proper- 
ly served, had not participated in this 
abandonment proceeding. The commis- 
sion observed that it would impose an 
unreasonable burden on Rutherford to 
require it to prove in detail the gas re 
quirements of United’s system. 


Views of Concurring Commissioners 


Commissioner Connole, concurring, 
thought abandonment should be allowed 
on the ground that the need which had 
given rise to the producer’s certificate had 
ceased. On this determination of the case, 
it would be immaterial whether the needs 
of the intrastate buyer were greater than 
those of the interstate buyer. 

Commissioner Hussey, also concurring, 
took the view that the facts plainly 
showed that the gas was not needed by 
United and that public convenience and 
necessity required the gas to go to the 
intrastate market. Re P. R. Rutherford 
et al. Docket No. G-10922, February 17, 
1960. 


Gas Producer Rate Proceeding Dismissed on 
Comparison of Revenues with Service Cost 


HE Federal Power Commission dis- 

missed a § 5(a) Natural Gas Act 
rate proceeding against Western Natural 
Gas Company, a producer, on the ground 
that the company’s total jurisdictional 
revenues for the test year were not un- 
reasonable when compared with its total 
jurisdictional cost of service for the same 
period. Western supplies gas to Tennes- 
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see Gas Transmission Company. The pro- 
ceeding had been instituted on complaint 
by distributing companies, the Tennessee 
commission, and other political bodies. A 
staff motion to dismiss was either con- 
curred in or not objected to by the other 
parties. 

The question whether Western’s indi- 
vidual rates were just and reasonable was 

















not reached. The commission took the 
position that a decision on this question 
was not administratively justifiable or 
necessary under the circumstances of the 
case. Thus, the commission pointed out, 
dismissal of the case did not determine 
that Western’s present rates should be 
continued in effect. The order of dismissal 
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would not prejudice any action the com- 
mission might later take in proceedings 
pending in another docket. And it would 
not be construed as a determination with 
respect to the effective legal rates for 
jurisdictional sales by Western. Re West- 
ern Nat. Gas Co. Docket No. G-9281, 
January 29, 1960. 


Commission Lacks Jurisdiction to Hear Co-operative’s 
Protest against Encroachment by Electric Company 


A electric co-operative is not a public 
utility, the New Mexico supreme 
court held in upholding a commission de- 
cision. In a proceeding by an electric com- 
pany for authority to construct facilities 
and provide service to an industrial site 
in an electric co-operative’s territory, the 
commission had allowed the co-operative 
to intervene only for the purpose of offer- 
ing evidence relating to public convenience 
and necessity. The commission had ruled 
that it had no jurisdiction over the co- 
operative and could grant it no affirmative 
relief. The authority requested by the 
company was granted. 

The court regarded as determinative 
the issue whether the co-operative was a 
public utility within the meaning of the 
state public utility act. The statute gives 


the commission jurisdiction to determine 
cases of territorial encroachment by one 
public utility upon another. Other pro- 
visions in the statute make it clear that in 
order for a business to be a public utility, 
it must, among other things, be ready to 
serve the public generally. 

An electric co-operative’s statutory 
power to serve is strictly limited. It can 
supply energy to its members and to cer- 
tain others. The court observed that the 
co-operative failed to meet the test of a 
public utility in that it did not profess to, 
and could not, serve the public generally. 
Nor could it be compelled to serve the 
public or a specific individual who might 
request service. Scorro Electric Co-op., 
Inc. v. Public Service Co. of New Mexico 
et al. 348 P2d 88. 


No Private Right to Damages for Unauthorized 
Interstate Motor Carrier Operation 


HE United States district court 

granted a motion to dismiss railroad 
counterclaims in a civil antitrust suit 
brought by a motor carrier. The motor 
carrier had charged that the railroads 
cited had conspired, in unreasonable re- 
straint of trade and commerce, to injure 
or destroy its business and to acquire a 
monopoly of land transportation. The 
railroads had counterclaimed for dam- 





ages, alleging interference with franchises 
resulting from interstate operation by the 
motor carrier in excess of its certificated 
rights. The general rule of tort law, point- 
ed out the court, is that one claiming dam- 
ages for violation of a statutory duty 
must show that he belongs to the par- 
ticular class that the statute was designed 
to protect and that he has suffered the 
particular harm that the statute was de- 
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signed to prevent. Some of the western 
railroads which had contended that they 
had suffered damages because of the 
motor carrier’s violations of the high- 
way speed and sleep regulations were held 
to be outside the class the statutes were 
designed to protect. The safety statutes 
were for the protection of the public at 
large from highway accidents and not for 
the protection of competing carriers from 
loss of business. 


Some Common-law Remedies Preserved 


The Motor Carrier Act of 1935, said 
the court, did not intend to destroy all 
common-law remedies. It had not de- 
stroyed the right to relief by filing a com- 
mon-law action against a carrier for 
failure to render service, or a common- 
law action of damages for failure to de- 
liver merchandise. Only those common- 
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law actions which are inconsistent with 
uniform regulation by the Interstate 
Commerce Commission were destroyed 
by the passage of the act. 

Examination of the legislative history 
of the Motor Carrier Act, noted the court, 
revealed nothing to indicate that either 
the commission or the Congress ever con- 
templated thaf an action for vast inter- 
state competitive injury would lie at com- 
mon law when one motor carrier operated 
in excess of its authority. ; 

Even if there was such a common-law 
right to damages, it would not have sur- 
vived the passage of the act. Since the 
Motor Carrier Act itself made no provi- 
sions for private remedies for those in- 
jured by motor carrier violations of the 
act, the railroads had no right to damages. 
Riss & Co., Inc. v. Association of Ameri- 
can Railroads et al. 178 F Supp 438. 





Rate Increase Denied in View of High Equity Return 
And Rate Case Expenses Disallowed 


eres WatTER Company failed to 
persuade the North Carolina com- 
mission that it needed a 30 per cent rate 
increase. While the company complained 
of increased costs, its revenues under 
present rates seem to have kept pace with 
the effects of increased expenses and 
added investment. The commission found 
that a rate of return of 6 per cent on a 
fair value rate base was reasonable, 
though present rates appeared to produce 
somewhat more than 6 per cent. 
Carolina Water is wholly owned by 
General Waterworks Corporation. Of 
total capitalization of the operating util- 
ity, debt represents 63 per cent and equity 
amounts to 37 per cent. The commission 
calculated that, after adjustments, the 
company is presently earning 20.78 per 
cent on equity. This compares favorably 


APRIL 28, 1960 





640 


with nonregulated industrials. With a 30 
per cent rate increase, as requested, it 
would earn 37.57 per cent on equity. Its 
present income available for fixed charges 
is 3.46 times such charges. Under present 
rates the company earns 8.17 per cent on 
its actual investment plus gross plant ad- 
ditions, without allowing for accumulated 
depreciation. 


Fair Value Not Mere Average 


The commission fixed the fair value 
rate base at $482,000. This determination 
took into consideration, among other 
things, a net original cost of $379,689, a 
purchase price of $163,637 paid by Caro- 
lina Water, and a purchase price of about 
$165,000 paid by General Waterworks 
Corporation. Replacement new less de- 
preciation was claimed at $832,500, Also 
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taken into account was $92,000 of net 
plant improvements added since the ac- 
quisition by General Waterworks. 

Reproduction cost new figures, the 
commission noted, are based on trended 
costs and are at the most helpful, not 
controlling, in arriving at fair value. It 
pointed out that a simple average of re- 
production cost new and book cost de- 
preciated is mere mental gymnastics and 
not an acceptable formula for finding 
fair value. 


Rate Case Expense Disallowed 


No allowance was made for rate case 
expenses. The company claimed $13,000 


PROGRESS OF REGULATION 





for this item. The commission noted that 
Carolina Water had incurred rate case 
expenses in a four-year period approxi- 
mately the equivalent of one year’s net 
operating income. Rate case expenses 
should be borne by the stockholders rather 
than the ratepayers, the commission de- 
clared, where proposed rates have not 
been justified and there is no merit in the 
request for an increase. Otherwise, it 
would be possible for a utility to force 
rate increases upon its customers solely 
as a result of expenses incurred in abor- 
tive or frivolous rate cases. Re Carolina 
Water Co. Docket No. W-54, Sub 8, 
February 24, 1960. 


Dial Converting Telephone Company Required 
To Construct Line Extension 


Ben Colorado commission held that a 
telephone company engaged in a dial 
conversion program was obligated to con- 
tinue rendering service to customers lo- 
cated on an extension line, and was aiso 
under the duty to construct a new line 
so that such customers would be inte- 
grated with the new dial system. 

A 14-mile irrigation ditch played a key 
role in the controversy. It had originally 
been constructed by pioneers who pene- 
trated the mountainous area, and had be- 
come the arterial lifeline of the commu- 
nity. Without the ditch, there was arid, 
undeveloped land. With it, there was a 
small thriving community, with its pros- 
perity irrevocably wedded to the land. 

The residents of the town had con- 
structed a telephone line to parallel the 
ditch, and it was this line around which 
the controversy centered. The telephone 
company contended that it did not really 
own the line, so that it was not obligated 
to integrate it with its new dial system. 

Regardless of the issue of ownership, 
pointed out the commission, the company 


had exercised dominion and control over 
the line and had serviced customers con- 
nected with the line, on a magneto basis. 
This duty to serve did not cease upon 
conversion to dial operation. 


Duty to Serve 


A utility may be required to serve as 
long as an extension does not constitute 
a seizure of its property without due 
process of law, said the commission. As 
a corollary, the extension of service may 
be required if the service is needed and 
the costs of the extension are reasonable. 
If the utility can expend the money neces- 
sary to make the extension, and yet earn 
a reasonable return on its investment on 
the rates allowed by the commission, and 
without discriminating against other cus- 
tomers of the utility, then it may justifi- 
ably be directed to make the extension. 

There was no question that telephone 
service integrated into the town system 
was absolutely essential to proper opera- 
tion of the ditch, and there was no ques- 
tion that the ditch was the heart of the 
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community. Expenditure of over $20,000 
to integrate the line extension with the 
new dial system, noted the commission, 
would still provide a return that was just 
and reasonable. 

There was also no question of discrimi- 
nation against the town residents, when 
the cost and revenues of the line extension 
were considered in the determination of 
the overall rate, since service to the ditch 
was of direct benefit to the residents of 
the town, and operation of the ditch was 
vital to the economic survival of the town. 


Abandonment 


The commission pointed out that the 
company’s failure to integrate the line by 


the construction of a new line available 
for dial service would constitute an at- 
tempt to abandon service. The burden of 
proof to justify abandonment was upon 
the company, and the company had not 
shown just cause to warrant commission 
approval. 

The company was granted a rate in- 
crease after it had been directed to con- 
struct the line extension. The new rates 
would produce a return of 3.4 per cent 
on invested capital and 17.3 per cent on 
common equity. Such returns were con- 
sidered reasonable by the commission. 
Re Nucla-Naturita Teleph. Co. Applica- 
tion No. 17415, Case No. 5167, Decision 
No. 53799, January 22, 1960. 


Telephone Rate Increase Granted on Year-end Rate Base 
Allowing for Earnings Requirement and Capital Needs 


| lpia TELEPHONE AND TELE- 
GRAPH COMPANY secured somewhat 
less than one-third of an exchange rate 
increase which it proposed to the Florida 
commission. A rate of return of 6.67 per 
cent was allowed on a year-end, book in- 
vestment rate base. The company had 
sought a rate of return of 8.05 per cent 
on substantially the same rate base. 

The additional revenue allowed in this 
case, if related to an average investment 
rate base, would result in more than 7 per 
cent return. The commission found that 
the authorized increase would be sufficient 
to enable the company to meet all op- 
erating expenses, depreciation and taxes, 
pay dividends and interest, and transfer 
money to surplus. It would also permit 
Inter-County Telephone to attract capital 
for a current expansion program. The 
commission pointed out that it was not so 
much concerned with the traditional rate 
of return as with the utility’s dollar earn- 
ings requirement. 
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Tax Deductions and Working Capital 

The company’s rate base computation 
was generally accepted. Fifty per cent of 
the annual accrual of federal income tax 
funds was deducted from the rate base as 
a whole. Accruals are available to the util- 
ity to invest or expend as it desires, the 
commission noted, and the money cannot 
be identified with any specific component 
in the rate base. 

No cash working capital was allowed 
for exchange service because exchange 
revenues are collected in advance. One- 
eighth of annual toll operating expenses, 
excluding depreciation and taxes, was al- 
lowed, on the basis of a 45-day lag in toll 
collection, in order to show the system 
and toll relationship to exchange for a 
complete analysis of the case. One year’s 
use of materials and supplies in main- 
tenance was considered a proper allow- 
ance for this item. Re Inter-County 
Teleph. & Teleg. Co. Docket No. 5866- 
TP, Order No. 2875, February 15, 1960. 
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Commission Refuses to Change Telephone 
Service Area Boundary Lines 


HE Missouri commission denied an 

application by customers of one tele- 
phone company for an order directing 
service from another company. Boundary 
lines of service areas must be fixed at 
definite locations, pointed out the com- 
mission, so that it is inevitable that cer- 
tain persons will be served by a particular 
exchange and their neighbors by another 
exchange. 

This alone, however, does not result 
in undue preference for, or discriminate 
against, any person. Once such boundaries 
have been approved, they should not be 
disturbed unless it is clearly shown that 


e 


they are arbitrary and unreasonable. Also, 
unless exceptional circumstances are 
shown, one company should not be per- 
mitted or required to invade the service 
area of another. 

Even though the applicants lived in one 
trade area and all their business and social 
contacts and requirements were in that 
area and it was necessary to pay a toll to 
call that area, the commission was of the 
opinion that such facts were not impor- 
tant enough to justify changing the 
boundary lines. Branstetter et al. v. 
Southwestern Bell Teleph. Co. Case No. 
14,300, February 9, 1960. 


Telephone Company Directed to Provide 
Foreign Exchange Service 


HE Wisconsin commission, passing 

upon the request of two customers 
for extension of service from the ex- 
change of a telephone company other 
than the company certificated to serve the 
area the petitioners resided in, pointed out 
that a change in boundary lines is ordi- 
narily unnecessary where extended area 
service is available. The commission re- 
fused to require one of the companies 
to provide service on a direct basis, but 
held that the rendition of reasonably ade- 
quate service and public convenience and 
necessity required that foreign exchange 
service be made available to the peti- 
tioners. 

Foreign exchange service, pointed out 
the commission, involves service from an 
exchange other than the one in which the 
customer is located. Such service can be 
obtained by the payment of premium rates 
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and upon the assumption of certain con- 
struction cost obligations. 

The company directed to provide 
foreign exchange service contended that 
restrictions in its foreign exchange tariff 
limited such service to customers located 
within one-half mile of a common ex- 
change boundary and required that the 
service be made available on a single-line 
basis only. The commission directed that 
the restrictions be canceled, because the 
establishment of extended area service be- 
tween the two exchanges obviated the 
necessity for the limitations. 

The company presently serving the 
petitioners had never filed a foreign ex- 
change tariff with the commission. The 
commission pointed out that it had au- 
thority to require the filing of such a 
tariff. Re Mt. Vernon Teleph. Co. 2-U- 
5275, February 11, 1960. 
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Franchise Right Includes Installation 
Of Regulators 


HE New York supreme court granted 

a gas company’s application for an 
order directing the city of New York to 
issue a permit to install a gas regulator 
with adequate ventilation in a public 
street, as prescribed by the commission. 
The company had been caught between 
the necessity of complying with the con- 
cededly reasonable order of the commis- 
sion and the refusal of the city to permit 
the installations except upon its own 
terms. The instant case was a test case, 
referring to one specific location, but rep- 
resentative of 356 locations within the 
city. 

The court held that the company’s 
franchise right “to lay conductors for gas 
in the streets” included the right to in- 
stall gas regulators in vaults in the 
streets, together with suitable vent poles. 
The city had contended that the regula- 
tors were not in the category of conduc- 
tors and that even if they were, then the 
vault space in the streets into which they 
were placed and the vent poles required 
by state authority were not. 

It must be borne in mind, said the 
court, that the company’s franchise de- 
pends upon rights granted to it by the 


= 


legislature. In interpreting the intent of 
the legislature, it had to be presumed that 
when, in 1848, the company had been 
granted the power to lay conductors for 
conducting gas through the streets, or in 
1926, when a statute gave the company 
the right to lay conductors for gas in 
streets, it was intended that such conduc- 
tors be installed and operated in a safe 
manner for the public safety and con- 
venience, and not in such a manner as 
might lead to a disaster such as had oc- 
curred in Brighton, New York. 

It was obvious to the court that the 
term “conductors” included more than 
the mere pipes through which the gas 
flowed. Regulators were part of the con- 
ductors as protective devices in the con- 
duction system required for safe opera- 
tion and for public convenience. The same 
reasoning applied to the vaults into which 
the regulators were installed and the vent 
poles required to be used in connection 
with such installation. Without them, the 
regulators themselves would be useless, 
since they had to be protected against 
weather, damage, and tampering. Brook- 
lyn Union Gas Co. v. Cashmore, 194 
NYS2d 298. 


Interference Not Determinative of Radio Station 
License Amendment 


HE U. S. court of appeals affirmed a 

Federal Communications Commis- 
sion grant of a broadcast station licensee’s 
application for permission to lower its 
frequency and its power and to change 
from unlimited time to daytime only. The 
commission was held justified in conclud- 
ing that the gains would offset the losses. 
Though some 4,000 people in a limited 
area would lose primary night service, 
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the new service would give some 50,496 
more people interference-free daytime 
service in an area roughly four and a 
third times as great. 

Another station licensee had claimed 
that the amendment of the permit would 
cause interference to portions of its own 
service area. The commission concluded 
that such interference was not sufficient 
to deny the grant. 
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A total of only 3.29 per cent of the ap- 
pellant’s protected population contour and 
4.98 per cent of the protected area con- 
tour would be affected by interference. 
Twelve stations gave primary service to 
the entire interference area, and 16 ad- 
ditional stations gave primary service to 


portions of the area. The commission bal- 
anced the loss to this heavily served area 
against the gain to the relatively unserved 
area to be benefited by the grant. Red 
River Valley Broadcasting Corp. v. Fed- 
eral Communications Commission, 272 
F2d 562. 


TV Construction Permit Grant Affirmed 


eben U. S. court of appeals has affirmed 
the Federal Communications Com- 
mission’s decision to stand pat on the per- 
mit to construct and operate a television 
station at Flint, Michigan, it had original- 
ly granted to one of three mutually ex- 
clusive applicants. The court had re- 
manded the case to the commission with 
directions to conduct further hearings on 
the differences between the successful ap- 
plicant’s original and modified proposals, 
and to reconsider the grant in the light 
of the differences disclosed. 

The record showed that the commission 
had justifiably concluded that the new 
transmitter site proposed by the success- 
ful applicant was as desirable as the old 
one and served the public interest as well 
as the sites of the other applicants. So far 
as programing was concerned, the com- 
mission properly held that there were no 
substantial changes in the essential ele- 
ments of local live and remote broadcast. 


As to the studio building, the commission 
had rightfully found that, so far as studio 
and technical matters were concerned, the 
original proposal had not been altered 
materially. 

The court concluded that full and com- 
parative hearings had been afforded the 
respective parties, so that there was no 
basis for disturbing the commission’s 
latest decision. W. S. Butterfield The- 
atres, Inc. et al. v. Federal Communica- 
tions Commission, 272 F2d 512. 

In a companion case, the court affirmed 
the commission’s denial of an intervener’s 
protest to the construction permit modi- 
fication. This intervener had filed a 
fourth mutually exclusive application 
after the court had remanded the original 
grant. The commission had held that, 
under its cutoff rules, this fourth appli- 
cation had been filed too late. Lake Huron 
Broadcasting Corp. v. Federal Communi- 
cations Commission, 272 F2d 515. 


FCC Rule Modification to Accommodate 
National Defense Upheld 


HE U. S. court of appeals affirmed 

two Federal Communications Com- 
mission orders effecting rule changes and 
reassigning frequency bands, some re- 
served for exclusive government use. One 
order denied an application for experi- 
mental use of a certain frequency band 
for the development of an air-borne air- 


craft collision avoidance system. The 
other order terminated the use of another 
band for radio navigation and made such 
band available exclusively for govern- 
ment use and radio positioning. 

The commission’s determination that 
the government need for national defense 
was paramount and vitally transcended 
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nongovernment use of the frequencies 
involved, held the court, was not arbitrary 
or unreasonable, and did not violate 
treaty obligations. 

Even assuming the very substantial 
public interest in and need for an air- 
borne collision system, the commission’s 
action was reasonable. 

The Office of Defense Mobilization, 
acting in behalf of the executive branch 


of government, had told the commission 
that reallocation of frequency bands for 
government use was essential to fill radio 
positioning requirements which could not 
be accommodated in frequency bands 
theretofore allocated for government use. 
The commission had justifiably honored 
the exercise of executive prerogative. 
Bendix Aviation Corp. v. Federal Com- 
munications Commission, 272 F2d 533. 


Piecemeal Severance of Certificate Granted 
Despite Commission Admonition 


HE Colorado commission granted a 

motor carrier’s application for ex- 
tension of its bulk cement hauling cer- 
tificate to include the transportation of 
sacked cement. The applicant also 
possessed a certificate granting general 
freight authority, and had been trans- 
porting sacked cement under the latter 
certificate. 


Piecemeal Severance 


The applicant had contended that there 
were certain aspects of its freight au- 
thority that were unique, or specialized 
in nature, and that these aspects should 
be regarded and treated as separate special 
authorities. If the logical consequences of 
such reasoning were followed, the com- 
mission answered, any carrier doing a 
substantial amount of transportation of 
one commodity to varied customers could 
claim that that transportation should be 
performed under a separate authority. 
This would result in the dissection of a 
general freight authority into a series of 
specialized authorities, leaving under the 
general authority only those remnants of 
the business that were unable to sustain 
themselves as separate authorities. 

To permit such a practice would be 
inimical to the welfare of the shipping 
public, the commission thought. As a 
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general principle, the commission should 
not authorize the piecemeal severance of 
certificates into specialized carriers, ex- 
cept in rare instances where the public 
interest may be served. 

In this case, the commission decided, 
the public interest would be served by ex- 
tending the bulk cement certificate to in- 
clude transportation of sacked cement. 
Denial would serve only to contribute to 
inefficiency, since the carrier had pre- 
viously been authorized to do precisely 
the same thing on the same commodity, 
only in a different form. 


Sale of Authority 


The commission was cognizant that, by 
granting the requested authority, the ap- 
plicant was enabled to sell off its entire 
cement authority, separate from its 
freight authority. As a matter of fact, the 
applicant had urged such possibility as one 
of the salutary results and reasons for the 
granting of the application. 

The commission emphasized that such 
a consideration was of little or no weight. 
The primary and paramount responsibil- 
ity of the commission is to protect the 
public interest, and it is not the commis- 
sion’s function to create monopolies and 
privileges for the sole benefit of those en- 
gaged in the industries under its jurisdic- 




















tion. Protection afforded such industries 
was authorized only for the purpose of 
protecting the public interest. The com- 
mission hoped that the carrier would 
realize it could not claim the privileges 
and advantages of a regulated private en- 
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terprise and at the same time assert and 
seek the protection of a regulated indus- 
try when it was to its benefit. Re South- 
western Transp. Co. Decision No. 53805, 
Application No. 17603, PUC No. 268, 
January 29, 1960. 





Other Recent Rulings 


Natural Gas Rate Change. Section 4 of 
the Natural Gas Act controls rates both 
under temporary authorization and under 
permanent certification, the Federal 
Power Commission pointed out, and the 
rate as originally established on com- 
mencement of service remains the effec- 
tive rate upon permanent certification un- 
less rate changes are filed. Re Pan 
American Petroleum Corp. et al. Docket 
Nos. G-15047, G-15813, February 5, 
1960. 


Temporary Pipeline Authority. The 
Federal Power Commission pointed out 
that the Natural Gas Act confers ample 
authority for the granting of a temporary 
certificate to a pipeline to meet additional 
consumer requirements during critical 
winter periods, and applications by pro- 
testants to rescind an order granting such 
a certificate to Texas Eastern Transmis- 
sion Corporation were denied. Re Texas 
Eastern Transmission Corp. Docket Nos. 
G-18968, G-18969, February 5, 1960. 


No Retroactive Rate Filing. In deny- 
ing a rehearing application, the Federal 
Power Commission declared that no filing 
of a retroactive rate was involved where 
a group operator of producing properties 
was permitted to file increased rates, 
superseding increased rates previously 
filed by individual nonoperators, so as to 
protect the nonoperators’ interest and pre- 
serve their filings. Re Middle States 





Petroleum Corp. et al. Docket Nos. G- 
4932 et al. February 9, 1960. 


Participation by Commission Assist- 
ants. The U. S. court of appeals held that 
a new route certificate granted by the 
Civil Aeronautics Board was not invalid 
merely because assistants to two board 
members had participated and voted in 
place of their superiors, where the votes 
had been cast after two days of discussion 
by the board, with all members present 
and had been cast in compliance with in- 
structions given by the superiors. Re 
Eastern Air Lines, Inc. et al. 271 F2d 
752. 


Lessors Duty to Serve. The U. S. 
court of appeals held that a carrier which 
leases mere trackage rights to another 
carrier is under no obligation to carry on 
the other carrier’s operations when its 
lease expires or the other carrier’s opera- 
tions are legally abandoned. Meyers et al. 
v. Famous Realty, Inc. et al. 271 F2d 811. 


Eminent Domain Power. A U. S. dis- 
trict court ruled that a state commission 
had no authority to interfere with the 
closing of a railroad underpass under- 
taken by a railroad pursuant to a contract 
with the federal government under the 
latter’s power of eminent domain in con- 
nection with a dam project. United States 
v. Certain Parcels of Land in Williams 
County, N.D. 178 F Supp 313. 
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Jurisdiction over Rail Crossing. A 
showing of public necessity is not re- 
quired for a proposed crossing by one 
railroad of another, and the state com- 
mission has no authority to inquire into 
or determine whether the crossing should 
be made, a federal district court held. 
Great Northern R. Co. v. Chicago, St. 
P.M. & O. R. Co. et al. 99 NW2d 439. 


Amendatory Power. The Colorado 
supreme court pointed out that the right 
of the commission to amend a certificate 
does not authorize an amendment which 
provides for an entirely new service which 
the certificate expressly precludes. Colo- 
rado Transp. Co. v. Colorado Pub. Utili- 
ties Commission et al. 347 P2d 505. 


Crossing Stops. The California com- 
mission held that drivers of vehicles are 
under a statutory duty to stop at all in- 
dustrial or spur track crossings except 
those which, with the approval of the 
commission, display distinctive signs in- 
dicating that no stop need be made and 
there is no other vehicle approaching the 
crossing upon the tracks, and the sign 
can be readily seen or read from the 
driver’s position. Re Rules Relating to 
Industrial or Spur Track Crossings, De- 
cision No. 58885, Case No. 5979, August 
18, 1959. 


Credit Position as Factor in Return. 
The Indiana commission held that a 
water company’s proposed method of 
financing a construction program was 
pertinent in a rate proceeding since one 
of the requirements of a fair rate of re- 
turn is that it be adequate to enable the 
utility, under efficient and economical 
management, to maintain and support its 
credit and enable it to raise the money 


necessary for the proper discharge of its 
public duties. Re West Lafayette Water 
Co., Inc. No. 28264, November 25, 1959. 


Expenses after Test Period. In a water 
rate proceeding, the Pennsylvania com- 
mission allowed salary and wage increases 
which occurred less than two months 
after the end of the test period. Egan v. 
Jersey Shore Water Co. Complaint 
Docket No. 17099, January 4, 1960. 


Discontinuance of Unprofitable Pas- 
senger Service. The Maine commission 
held that a railroad which has an overall 
profitable operation cannot necessarily 
expect all segments of its operation to be 
profitable and may be required to carry 
some service at a loss in the interest of 
the public. Re Bangor & A. R. Co. R. R. 
No. 3482-FC No. 1531, January 14, 
1960. 


Dividends and Pay-out Ratio. The 
Connecticut commission rejected as ex- 
cessive a claim by a water company for 
sufficient earnings to pay dividends at the 
rate of 7 per cent of par value annually, 
with a pay-out ratio of less than 50 per 
cent, but a dividend was authorized on 
the basis of a 75 per cent pay-out ratio. 
Re Plainville Water Co. Docket No. 
9867, January 19, 1960. 


Chartered Party Service. The New 
York commission held that a bus com- 
pany’s contract service to a commuter 
group, whereby the amount paid by each 
member of the group was fixed in ad- 
vance each month and the members paid 
their assessments for the month without 
regard to the number of times they rode, 
constituted chartered party service. Re 
Zeh, Case No. 20445, February 9, 1960. 
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Industrial Progress 


| Peoples Gas System to Spend 
d $113,00,000 in 1960 


HN THE cost of 1960 expansion pro- 
grams and normal construction and 
i exploration activities of companies in 
i the Peoples Gas System will be about 
$113,000,000, Eskil I. Bjork, chair- 
man of The Peoples Gas Light and 
| Coke Company said recently. 

Included in the 1960 programs of 
System companies are two pipeline 
/expansion projects pending before 
ithe Federal Power Commission. 
| These projects involve, in the aggre- 
i gate, a maximum delivery of 185 
million cubic feet of gas per day. 

The Peoples Gas System is con- 
tinuing its efforts to locate under- 
ground geological formations in IIli- 
| nois suitable for large volume storage 
| of gas, Mr. Bjork said. The parent 
| company has on file with the Illinois 

Commerce Commission an applica- 
tion for authority to test and develop, 
on a pilot basis, a projected new 
underground gas storage facility near 
the village of Mahomet in Champaign 
county. If the project is successful 
it will be utilized by Peoples Gas to 
met the winter fuel needs of its 
cus'‘omers in Chicago. 

Union Hill Gas Storage Company, 
a subsidiary, is pursuing exploratory 
act’ ities in other areas in Illinois. 
Mr Bjork stated that it is the present 
tho ight that additional reservoirs 
wh'th may be discovered would be 
de: loped for all of the customer 
uti! ties served by System pipeline 
co! panies in the event that Peoples 
Ga is successful in developing a 
sto age facility of sufficient magni- 
tud> at Mahomet. 

‘eoples Gas also is endeavoring to 
accuire storage rights in a small de- 
plied gas field in southern Illinois. 

Jatural Gas Storage Company, a 
j su vsidiary, earlier this year sought 
FI'C approval of an increase of 75 
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million cubic feet of gas per day in 
the withdrawal capacity of its facil- 
ities near Herscher and Cooks Mills. 
In large part this stems from the 
continued development of the Mt. 
Simon structure at Herscher as a 
storage facility. 

If all the planned expansion proj- 
ects can be approved and implement- 
ed in time to permit the attachment 
of additional loads before the end 
of the year, Peoples Gas System ex- 
pects to offer space heating service 
to all, or to substantially all, appli- 
cants currently on its waiting lists, 
Mr. Bjork said. 


President of AGA Says Nation's 
Supplies of Natural Gas Enough 
For ‘Generations of Consumers’ 


THE United States has enough nat- 
ural gas to serve generations of fu- 
ture consumers, the president of the 
American Gas Association indicated 
recently in an address at the New 
England Gas Association’s annual 
meeting. 

Wister H. Ligon, president of both 
AGA and the Nashville Gas Co., 
Nashville, Tenn., told industry lead- 
ers that the nation’s proved recover- 
able reserves of natural gas reached 
an all-time high of 262.6 trillion cubic 
feet at the end of 1959, despite record 
production of nearly 12.5 trillion 
cubic feet during the year. 

Mr. Ligon cautioned, however, 
against dividing proved reserves by 
annual production in an attempt to 
determine the number of years’ gas 
supplies remaining. 

“The figure will mean little,’ he 
said, “because it will not take into 
account the vast ultimate reserves 
which experts say exist in this coun- 
try. These ultimate reserves amount 
to between 1,100 and 1,700 trillion 
cubic feet, the average estimate being 
approximately 1,400 trillion cubic 
feet.” 


At current levels of production 
1,400 trillion cubic feet represents at 
least 100 years’ supply. 

The gas industry leader also noted 
that the American Gas Association’s 
year-end report on proved reserves 
excludes “huge supplies of gas 
known to exist in Canada and 
Mexico.” 

Natural gas now is imported from 
both countries, and at least four U. S. 
companies currently have applica- 
tions pending for the importation of 
additional Canadian gas. 

Mr. Ligon added that “countless 
trillions” of cubic feet of gas can 
be made available for future con- 
sumers as the industry’s researchers 
perfect their processes for producing 
synthetic natural gas from oil shales 
and low-grade coals. The American 
Gas Association’s research program 
includes several projects in the field 
of synthetic gas production. 

The AGA president told New 
England gas industry executives that 
one oil shale deposit in Colorado is 
believed to contain 23 times more 
gas than present proved recoverable 
reserves. 

“That Colorado deposit alone could 
provide us with an estimated 6,000 
trillion cubic feet of gas,” he said. 
“T mention these astronomical figures 
because they indicate the United 
States is in no danger of running 
out of gas in the foreseeable future.” 


Gibbs & Hill Retained by 
Toledo Edison 


GIBBS and Hill, Inc., New York 
consulting engineers, have been re- 
tained by the Toledo Edison Com- 
pany as consultants in the design and 
construction of a third generating 
unit to be installed in the company’s 
Bay Shore Station. 

This was announced recently by 
P. R. Knapp, Edison’s vice president 

(Continued on page 16) 
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in charge of operations. Mr. Knapp 
said initial engineering studies are 
being made and construction is sched- 
uled to start in March, 1961, for 
completion in 1963. Included will be 
a turbogenerator, boiler, condenser 
and related equipment. The size of 
the unit has not yet been determined, 
he said. 

Supervising project engineer for 
Gibbs and Hill will be R. M. Heiden- 
rich. 

The new generator will be the 
largest single item in the $66,000,000 
construction program planned by 


Toledo Edison for the next five 


years. 


Brown Trailer Serves as 
Emergency Mobile Telephone 
Exchange 


PACIFIC Telephone (Northwest) 
in Seattle and Clark Equipment 
Company’s Brown Trailer Division 
have teamed up to develop a mobile 
telephone exchange office capable of 
handling 4,400 customers in an emer- 
gency. 

Designed to be moved anywhere in 
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First Mortgage +58% Bonds, Series U 
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the state of Washington within a 


~ ¢omb 


matter of hours, the unit has its own 
heating plant, can utilize power from 
a Cis: 7 


a portable generator and was coi- 


structed from a basic Brown Caryof 
Van body kit. It has five positio: sf 
for five operators, can be pulled | yf 


any telephone truck and makes + 
possible for the telephone compa 
to provide emergency service wit! » 
eight to 10 hours, including estimat: (| 
travel time from its storage gari.e 
in Seattle. 


Freeland Joins Commonwealth 


Services 

FRANK Freeland has joined ti: 
rate department of Commonweali i 
Services, Inc., according to an ai.- 
nouncement. Mr. Freeland will work 
with Commonwealth clients on pro})- 
lems involving all phases of rates 
and regulatory matters, according to 
W. B. Tippy, president of the man- 
agement and engineering consulting 
firm. 

During the past six years, Mr. 
Freeland has been an independent 
consultant to public utilities and also 
served as an Administrative Officer 
for the United States Department of 
the Interior on special assignments. 

From 1947 to 1954 he was re- 
sponsible for all rate and regulatory 
matters of Hawaiian Telephone Co., 
Honolulu, Hawaii, advancing to the 
position of Assistant Treasurer and 
Budget Director. While in Hawaii, 
he served as a member of the Gover- 
nor’s Tax Study Committee and as 
Chairman of the Hawaiian Economic 
Conference for Public Utilities. 

Prior to 1947, Mr. Freeland was 
Rate Engineer for California Electric 
Power Company and for the Cali- 
fornia Interstate Telephone Com- 


pany. 


Gas Appliance Men See Volume 
Up 8% in '60, 50% by ‘65 
THE gas appliance industry—which 
last year sold 9,100,000 pieces «i 
household equipment, bringing to! 
units in use to 107,000,000—expec :s 
at least eight per cent more busines 
this year and, by 1965, a sales | 
crease of 50 per cent over the cu- 

rent annual rate. 

Predicting that sales volume w 
reach $2,725,000,000 in 1960, Edwa 
A. Norman, president of the G. 
Appliance Manufacturers Associ: 
tion, told 500 delegates to the group ; 
25th annual meeting in White Si 
phur Springs, West Va., recently, ti'! 
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mbined gas industry revenue, in- 
-uding utility gas, bottled gas and 

ypliance sales, will top $9 billion 

is year. That would be nearly 20 

‘+r cent higher than in 1955. 

“In the next five years we look 
for new housing, home moderniza- 

m and equipment replacement to 
-eate a situation where the average 
> ome will be using at least five major 
tems of gas equipment instead of 
wie, as of a decade ago, or three- 
‘us, as of now,” he said. 

Mr. Norman, who is also president 
oi Norman Products Co., Columbus, 
(., explained that 45,000,000 homes 
in the U. S. now use 34,000,000 gas 
ranges, 43,000,000 pieces of gas heat- 
ing equipment, including central and 
room heaters, 24,000,000 gas water 
and a total of more than 
7,000,000 gas dryers, refrigerators, 
incinerators, gas air-conditioning sys- 
tems and gas lamps. 

Sixteen million of the gas ranges 
in use are more than 10 years old, 
the GAMA official said, adding that 


— —- As A 


=| SB es Ae 


“the industry is taking dead aim at 


this huge replacement market for 
ranges and other obsolete home equip- 
ment.” 


Big Load-building Potential Seen 
In New NEMA Promotion of 
Refrigerator-Freezers 


| AN extra 800 kilowatt hours a year 
| per home was the bonus load poten- 
| tial held out to power producers re- 
cently in 


the 1960 Refrigerator- 
l'reezer Promotion Package spon- 
sored by the Household Refrigerator 
and Freezer Section of the National 
Electrical Manufacturers Associa- 


A “Report to Utility Executives,” 


| which went to top-ranking utility 


oificers several days before the pro- 
notion package was mailed to sales 
promotion and advertising execu- 
tives, pointed up the fact that today’s 
niost popular refrigerator-freezer, 13 
cibie feet, uses about 1,300 kwh per 
your, This is about 800 more kwh 
tl .n is consumed by the most popular 
r {rigerators, between 8 and 10 cubic 
fi et. 

The report further notes that the 
r 'rigerator load, “a day-in, day-out 
n n-peaking load, is the utility’s big- 
gst residential load-builder.” 

The theme of the promotion, 
“\n electric refrigerator-freezer is 
a Supermarket in Your Kitchen,” is 
designed “to dramatize the time- and 
\ ork-saving convenience of the multi- 
©oor combination units.” 
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INDUSTRIAL PROGRESS—( Continued) 


The “Supermarket” package spear- 
heads a year-round NEMA refriger- 
ator-freezer campaign kicked off Jan- 
uary 1. It is the first major refriger- 
ator promotion sponsored by the 
NEMA section. 


American Elec. Pwr Awards 
Contracts for Hydro Project 
AMERICAN Electric Power Serv- 
ice Corporation recently announced 


the awarding of contracts totaling 
$113-million for major equipment 
for the proposed Smith Mountain 
combination hydro-electric project on 
the Roanoke river in Virginia. 
The development, which will be 
the largest combined river flow and 
pumped storage hydro-electric install- 
ation in the United States, will be 
owned and operated by Appalachian 


(Continued on page 18) 











In this early machine 
shop screw patterns 
were first traced by 
hand, then threads 
cut by machines 
which are primitive 
by present day 
standards. 


This exclusive R & S service is made possible by 
this machine of our invention 


While present day office machines are far from “primitive”, their use 
in compiling rate bill analyses is un-economic and slow compared to 


our “One-Step” Method. 


Tracing the pattern of consumption with our monthly rate-bill 
analyses, puts all the threads for accurate future planning in the hands 
of rate engineers. Besides, this always up-to-date monthly data is 
invaluable in preparing and presenting rate cases. 

_ Switching over to the “One-Step” Method can be accomplished as 
simply as running an adding machine tape. Full details are in our 
booklet, “One-Step” Method of Bill Analyses. 


Write Dept. U-3 for your copy today. 


RECORDING & STATISTICAL 


CORPORATION 


100 Sixth Avenue - 


New York 13, N. Y. 
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Power Company, a major operating equipment for this development from of the 10,000 top companies in th: BP ati 
company of the American Electric American industry. I would like to U. S. was introduced recently b. He 
Power System. The AEP Service commend the manufacturers at this Datamatic Division of Minneapoli:. §°. sten 
Corporation provides management time for the cooperation which made Honeywell. It is rated as able to per. B *0 
and technical services, including de- | this possible.” form 6,000 operations per second. | n oder 
sign, engineering and construction At the same time, the company also ‘Walter W. Finke, Datamatic pres: JP °C¢S 
supervision, for the AEP System announced that it had let a contract dent described the “new-generation —}4 "4)‘ 
companies. to Sollitt Construction Company, of computer as the “most powerful avai’ §5' ™S 
The equipment for which contracts South Bend, Ind., for the general able in the moderate-price field.” 1) fj >5- 
have been let includes turbines, gen- construction of the upper dam at the said it will make high-speed electron > F _ 
erators, transformers and switch- two-dam development. data processing economical for th« FC. 
gear, and is to be furnished by five sands of additional companies “1 Pe 
American manufacturers. M-H Moves Into Moderate-Price Cause it provides more data proce: - F 
Along this line, President Philip . ing per dollar spent than any previo: s §) 
Sporn commented, “We are particu- Computer Field equipment of similar size. Heretofo: ., E a 
larly pleased to make this announce- A COMPUTER that is expected to high-speed electronic data processi: z tie a E 
ment because of the fact that we were make high-speed electronic data pro- has been practical for only a relativ: N pa 
able to purchase all of the major cessing practical for more than 6,000 ly small number of the largest co I Chica 
anion area enna ceamonanen Pec 
— aa ; struct 
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p rations,” Mr. Finke said. 

He said introduction of the new 
s stem, known as the Honeywell 400, 
“ roadens Honeywell’s line to include 


in oderate-price as well as larger data 
|p ocessing equipment, and represents 
}a najor expansion of Datamatic Divi- 
}sion’s activity in the computer busi- 
ine ss.” 


/FC Authorizes Construction by 


Peoples Gulf Coast Natural 
Gas Pipeline 


TdE Federal Power Commission 
his approved a budget-type construc- 
tin proposal by Peoples Gulf Coast 


/ Natural Gas Pipeline Company, of 
| Chicago, Ill. 


Peoples was authorized to con- 


i struct facilities not to exceed a total 
icost of $1,500,000, with the cost of 


ay single project limited to $375,- 
000. The facilities will be built from 
time to time during 1960. 

The proposed facilities will be used 
to enable Peoples to take into its main 
transmission system natural gas pur- 
chased from independent producers 


| in the general area of its existing 


pipeline system. 


Three Pipeline Companies File 
Budget-Type Construction 
Applications 


| BUDGET-TYPE construction appli- 
| cations have been filed with the Fed- 


eral Power Commission by Trans- 
western Pipeline Company and 


| Trunkline Gas Company, both of 

| Houston, 

F braska Natural Gas Company, Inc., of 

| Hestings, Neb. The three proposals 
are not related. 


Texas, and Kansas-Ne- 


ranswestern (CP60-26) proposes 
to construct facilities having a total 
cos. not in excess of $3,000,000, with 
the cost of any single project not to 
ex ced $500,000. Trunkline (CP60- 
3) would build facilities whose total 
co) would not exceed $1,500,000, 
wi 1 the cost of any single project 
lin ted to $400,000. Kansas-Nebraska 
(C 20, 583) proposes to build facil- 
iti having a total cost of not more 
th: 1 $1,500,000, with the cost of any 
le project not to exceed $250,000. 
he proposed facilities, all to be 
structed during 1960, would be 
us 1 to augment the pipeline com- 
pa ies’ ability to act with reasonable 
di. .atch in contracting for and con- 
ne ting to their pipeline systems new 
su plies of natural gas in various 
pi oducing areas generally coextensive 
wh their existing systems. 
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Transformer Brochure Available 
From Federal Pacific 


“FEDERAL Pacific Transformers,” 
a four-page brochure celebrating the 
company’s fiftieth year of progress in 
designing and manufacturing trans- 
formers, has been published by Fed- 
eral Pacific Electric Co. 

Illustrated in the brochure are the 
wide variety of transformers avail- 
able from Federal Pacific to meet ap- 
plications ranging from 10 kva to 
10,000 kva. These include unit sub- 
station transformers, both liquid-filled 
and dry-type, distribution transform- 
ers, and power transformers. 

Copies may be obtained from Fed- 
eral Pacific Electric Co., 50 Paris St., 
Newark, N. J. 


G-E Catalog of Low-Voltage 
Distribution Equipment 


THE General Electric Company an- 
nounces release of its 1960 edition of 
the Buy Log. The 84-page Buy Log 
(GEC-1100B) covers low-voltage dis- 
tribution equipment. The Buy Log is 
issued jointly by G.E.’s Distribution 


Assemblies and Circuit Protective De- 
vices Departments, Plainville, Conn. 

The Buy Log is designed to serve 
as a condensed buying catalog for 
products of the two Departments, in- 
cluding service entrance equipment, 
light and heavy duty safety switches, 
tumbler and open-knife switches, 
hinged wireway, circuit breakers, 
switchboards, motor control centers, 
sectional distribution centers, and all 
types of panelboards and busway. 

The Buy Log is designed so that 
application, selection, pricing and or- 
dering information can be found 
quickly and easily. Among the many 
features of the Buy Log are: Selector 
charts for each type of product, pic- 
torial descriptions, consolidated pric- 
ing tables, and a cross-referenced 
catalog number index. 

Also included are ratings, weights, 
dimensions, standard package quan- 
tities; ordering directions and several 
pages of general application informa- 
tion. 

Copies of the Buy Log catalog 
(GEC-1100B) are available from 
Distribution Unit, General Electric 
Company, Plainville, Connecticut. 














This announcement is neither an offer to sell nor a solicitation of an offer to buy any of 
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300,000 Shares 
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Common Stock 
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Auchincloss, Parker & Redpath 


Dick & Merle-Smith 
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Cost of Service Determination Economic and Financial Reports 











BURNS and ROE, Inc. 
ENGINEERS e CONSULTANTS e CONSTRUCTORS 
Engineering and Design © Research and Development @ Construction © 
Electric, Steam and Hydro Plants © Aeronautical and Missile 
Facilities © Surveys © Nuclear, Chemical and Industrial Plants ¢ 
Transmission ® Distribution © Reports 


160 WEST BROADWAY, NEW YORK 13, NEW YORK 
Washington, D. C. e Hempstead, L. I. e Santa Monica, Calif. 











SERVICES INC. Management and Business Consultants 


300 Park Ave., New York 22, N. Y., MUrray Hill 8-1800 
Commonwealth 1 Main St., Houston 2, Texas, CApital 2-9171 
1612 K St., N.W., Washington 6, D. C., STerling 3-3363 


ASSOCIATES INC. Consulting and Design Engineers 
Commonwealth Building, Jackson, Mich., STate 4-6111 











DAY & ZIMMERMANN. INC. 


ENGINEERS & CONSTRUCTORS 
NEW YORK PHILADELPHIA CHICAGO 


Design — Electric Line Construction — Management — Reports and Valuations 
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PROFESSIONAL DIRECTORY 


(continued) 


- Design 

- Engineering 

- Construction 
DRAKE & TOWNSEND 


ncorporated 


I 
11 WEST 42ND STREET, NEW YORK 36, N. Y. 


LP-gas 
k sh 
EMPIRE GAS ed stanee 
ENGINEERING CO. plants for 


+ municipalities 
P.O. Box 1738. + industry 








+ design 


Atlanta 1. Georgia + construction 





f Ford, Bacon & Davis 


Ip 
VALUATION int CONSTRUCTION 
be REPORTS Eng cers RATE CASES 


NEW YORK @ MONROE, LA. @ CHICAGO @ SAN FRANCISCO 














FOSTER ASSOCIATES, INC. 


Rate Cases @ Cost of Service and Other Regulatory Methods 
Rate of Return Analyses © Rate Design 
Natural Gas Field Price Problems © Economic and Financial Reports 


1523 L STREET, NW. 326 MAYO BUILDING 403 EMPIRE BUILDING 
WASHINGTON 5, D. C. TULSA 3, OKLAHOMA CALGARY, ALBERTA 














Francisco & JAcosBus 


ENGINEER & ARCHITECT 


Specializing in the location and design of 
Customers Service Centers and Operating Headquarters 


New YorK WESTBURY CLEVELAND Tucson 














GIBBS & HILL, inc. 


Consulting Engineers 


DESIGNERS ¢ CONSTRUCTORS 
PENNSYLVANIA STATION NEW YORK 1,N. Y. 
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PROFESSIONAL DIRECTORY 


(continued) 








ENGINEERS and CONSULTANTS 


525 LANCASTER AVE. 
READING, PA. 


WASHINGTON ¢ NEW YORK 


GA GILBERT ASSOCIATES, INC. 


FOUNDED 1906 














W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studi 
Traffic Surveys—Fare Analyses 


55 Liberty Street New York 5, N. Y. 

















HARZA ENGINEERING COMPANY 
Consulting Engineers 
Calvin V. Davis Richard D. Harza E. Montford Fucik 
REPORTS — DESIGN — SUPERVISION 
HYDROELECTRIC PLANTS AND DAMS — TRANSMISSION LINES — FLOOD CONTROL — 
GATION — RIVER BASIN DEVELOPMENT 


400 West Madison Street Chicago 6, Illinois 














HOOSIER ENGINEERING COMPANY 


Erection and Maintenance of 
Electrical Transmission and Distribution Lines 


1350 HOLLY AVENUE e COLUMBUS, OHIO 














JENSEN, BOWEN & FARRELL 


ENGINEERS 


APPRAISALS — DEPRECIATION STUDIES — PROPERTY RECORDS 
COST TRENDS — SPECIAL STUDIES — REPORTS 


for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
Michigan Theatre Building Ann Arbor, Michigan NOrmandy 8-7778 














Personalized Piping System Flexibility Analyses 
Piping flexibility studies made with tt _ Available on a confidential basis 


Kellogg’s electronic computer, to consulting engineers and engineering 
individualized on your company forms. departments. Write for details to: 
FABRICATED PRODUCTS SALES DIVISION 


The M. W. Kellogg Company, 711 Third Avenue, New York 17, N. Y. 








Mention the FortNIiGHTLY—/t identifies your inquiry 





22 


PUBLIC UTILITIES FORTNIGHTLY—APRIL 28, |).) 





0 aint 

















hi rltal etait 














PROFESSIONAL DIRECTORY 


(continued) 


Toe Ku ite n loporalion 


ENGINEERS a CONSTRUCTORS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 











William S. Leffler, Engineers Associated 
Utility Management Consultants for past 35 years Specializing in 
es. _ CLASS COST ANALYSES for Developing CLASS RATES REGULATORY 
WATER OF RETURN and UNIT COSTS for use in asmencinas 
TELEPHONE RATE CASES AND MODERNIZATION of Rate Structures PROBLEMS 
Send for brochure: “The Value of Cost Analysis to Management’’ 
17 BAYWATER DRIVE DARIEN, CONN. 











N. A. LOUGEE & COMPANY 


Engineers and Consultants 


RATE CASES—APPRAISALS—DEPRECIATION STUDIES 
BUSINESS AND FEASIBILITY STUDIES—REPORTS 


120 Broadway New York 











CHAS. T. MAIN, INC. 


Power Surveys—Investigations—V aluations—Reports 
Design and Construction Management 
Steam, Hydro Electric and Diesel Plants—Gas Turbine Installations 
BOSTON, MASS. «ee CHARLOTTE, N. C. 











MANAGEMENT SERVICES FOR THE TRANSIT INDUSTRY 


e complete management 
® consultation 
@ special investigations 


NATIONAL CITY MANAGEMENT COMPANY 
——_— Prudential Plaza — Suite 3500 © Chicago |, Illinois © |=MOhawk 4-6500 


NATIONAL CITY 


| MANAGEMENT] 

















Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND 
OPERATING ENGINEERS 
PURCHASING 


231 SOUTH LA SALLE STREET 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CHICAGO 4, ILLINOIS 











(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY 


(continued) 


Special Operating Studies - 
Planning and Design RA fl \ \ \ ] i | 
Reports for Financing Sk 
with a buiers 
Economic Studies consulting ener 


Regulatory Representation ‘Jol Chansoisout Ave., N. Ww, “Washington 60g. 
peunnnngangenns » 67 Broadway, New York6,N.Y.  —— - 



















SANDERSON & PORTER ENGINEERS 
DESIGN e CONSTRUCTION 


NEW YORK NEW YORK 








UE 


HWE TEE 
SARGENT & LUNDY 


ENGINEERS 
Consultants to the Power Industry 
@ STUDIES @ DESIGN @ SUPERVISION 


140 South Dearborn Street, Chicago 3, Ill. 
PUVDUVAUUDAUU OT UEEOEAAOAUOOEREEOOUUEEORREOEAEDOEDERELEATEPEREDUA EU ETEAEAU AUT TTA TEA 


ESTO ECT 








STANDARD RESEARCH CONSULTANTS, INC. 
Rate of Return © Valuations © Capital Costs 
Customer Surveys © Depreciation Studies 
Regional Economic Studies © Property Records 
345 Hudson St. Watkins 4-6400 New York 14, N. Y. 











STONE s WEBSTER Ea 
BOSTON 


CHICAGO 


ENGINEERING CORPORATION PITTSBURGH 


HOUSTON 


SAN FRANCISCO 
DESIGN » CONSTRUCTION + REPORTS - APPRAISALS a 


EXAMINATIONS » CONSULTING ENGINEERING TORONTO 











Whitman, Requardt and Associates 
Publishers of the HANDY-WHITMAN INDEX 





DESIGN—SUPERVISION OF PUBLIC UTILITY CONSTRUCTION COSTS, 
now in its 35th year and a ani tion the 
REPORTS—VALUATIONS HANDY-WHITMAN INDEX OF WATER UTILITY 
CONSTRUCTION COSTS 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
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BURNS & McDONNELL 


Engineers-Architects-Consultants 


4600 E. 63rd St. Traffieway 
Kansas City 41, Missouri 








LUTZ & MAY COMPANY 


Consulting Dngineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGNS—APPRAISALS 


1009 Baltimore Kansas City 6, Mo. 

















EARL L. CARTER 
Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST. VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports ond 
Original Cost Studies 


910 Electric Building Indianapolis, Ind. 





MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


GREELEY COLORADO 














ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 
GAS anpb SERVICE CO. 


327 So. LaSalle St., Chicago 4, Il. . 











PITTSBURGH TESTING 
LABORATORY 
Radiography—Soils Mechanics 
Testing—Inspection—Analysis 
Main Office, Pittsburgh, Pa. 

32 Laboratories in Principal Cities 

















GANNETT FLEMING CORDDRY AND CARPENTER, INC. 


ENGINEERS 


Investigations—Reports—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—Insurance Surveys 


HARRISBURG, PENNSYLVANIA 








A. S. SCHULMAN ELEctric Co. 


Electrical Contracting Engineers 
founded 1890 } 
PowER STATION—INDUSTRIAL— 
COMMERCIAL—TRANSMISSION LINES— 
DISTRIBUTION 


2416 S. MICHIGAN AVE., CHICAGO, ILL. 
[os Angeles 











INTERNUCLEAR COMPANY 


Nuclear consultants, engineers, and 
designers 


Economics of Nuclear Power, Reactor 
Analysis and Design, Shielding, 
Special Applications 


Clayton 5 Missouri 








SVERDRUP & PARCEL 


Engineers & Consultants 


Design, Construction Supervision 

Steam and Hydro Power Plaats 

Power Systems—lnadustrial Plants 
Studies—Reports 


St. Louis . Sen Francisco ° Washiagtes 

















Jackson & Moreland, Inc. 
Jackson & Moreland International, iac. 
Engineers aad Consultants 
ELECTRICAL—MBCHANICAL—STRUCTUBAL 
DESIGN AND SUPERVISION OF CONSTRUCTION 


FOR 
UTILITY, INDUSTRIAL AND ATOMIC PROJECTS 
SURVEYS—APPRAISALS—REPORTS 


MACHINE DESIGN—TECHNICAL PUBLICATIONS 
BOSTON — WASHINGTON — NEW YORK 








A, W. WILLIAMS INSPECTION CO., INC, 


Specialized Inspection Service 





Poles, Crossarms, Lumber, Piles, Crossties 
Preservative Treatment and Preservative Analysis 


208 Virginia St., Mobile, Ala. 
New York St. Louis Portiand 
inspectors stationed throughout the U.S.A. 
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*American Motors Corp. ..... 
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*Babcock & Wilcox Company, The 
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Black & Veatch, Consulting Engineers 
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*Glore, Forgan & Company... .. 


Halsey, Stuart & Company, Inc. Se Te eet, ae 
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CONTINUING TO SERVE BUSINESS AND INDUSTRY 


Irving seminars 
open the doors 
of Wall Street 
to Utilities 





Ac One Wall Street, Irving specialists ] 
are ready with new and sound 








approaches—with seminars, for 





example, designed to provide the . 


today’s rapidly growing Utilities. In 


addition to meetings with Irving y \ 
N IN 


specialists, these seminars offer 


financial insight demanded by \ 


SA SS 





contact with experts from the many 
areas of the Wall Street community. 





It is these experts who actually 


make the Irving seminars possible. 


VY” -\SVSS. 


Here’s a brief list of some of the 








p 


Ke 


doors Irving opens for Public 


fe 


Uulity executives during a Seminar 




















In GZ 
Week: G, ( 
Inside view of rating agencies—explana- — 











tion of the functions of the investment 
ban <er—operations of the stock exchange—the 





broker and dealer and the over-the-counter market—concept 
of regulation—cost-of-capital—and others. 





oes a typical week that utility executives from over 100 
companies across the country have found invaluable in familiarizing 





thcmselves with the ins and outs of the world’s financial community. 





IRVING TRUST COMPANY 


One Wall Street, New York 15, N.Y. 


Capital Funds over $140,000,000 Total Assets over $1,700,000,000 
GerorGE A. Murpuy, Chairman of the Board WILLIAM E. PETERSEN, Prestdent 


Public Utilities Deparrment—JOHN F. CHILDs, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE GORPORATION 


General Electric reports on developments in... TRANSMISSION 


Recent developments in mobile transformers help utilities . . . 


REDUCE INVESTMENT IN RESERVE CAPACITY 


TO SERVE GROWING LOADS and to reduce transmis- 
sion system investment, electric utilities are steadily 
increasing the size of transmission stations and the 
ratings of station transformers. In addition, many 
utilities are finding the mobile transformer an impor- 
tant tool to further reduce system investment. 
MOBILE TRANSFORMER CAPACITIES, however, have 
had to expand with expanding systems. And they 
have. 

Ten years ago, the highest-capacity mobile trans- 
former built was rated about 6000 kva. Today, 
General Electric has built and sold mobile units 
rated as high as 40,000 kva. 

Electric utilities have been quick to recognize the 
savings in system reserve capacity which larger 
capacity mobile transformers make possible. The 
proof? 34 percent of all mobile units (substations 
and transformers) in service today have been pur- 
chased in the past 3 years. And 40 percent of cur- 
rent General Electric sales in mobile units are mobile 
transformers, which have emerged as_ separate 
products with distinct applications. 

Mobile transformers are being used primarily for 
reserve capacity, today, while the mobile substation 
has found its place as a maintenance tool. 

SAVINGS that may be obtained through use of mobile 
transformers are often highly dramatic. Some utili- 
ties have found that mobile units pay for themselves 


PACIFIC GAS AND ELECTRIC linemen tap in on high-voltage 
bus in initial test of G-E 40,000-kva, 230-kv mobile transformer. 


in one year. The reasons are clear: 
e One mobile transformer can serve as emergency 
capacity for a number of stations distributed over 
a wide area. 
With mobiles, existing installed capacity can be 
used more efficiently. Much higher loading of all 
station facilities is possible. 
Larger capacities available today extend use (and 
economies) of mobiles to a larger percentage 
of transformers used over an entire system. 
OTHER IMPORTANT BENEFITS causing electric utilities 
to look with increasing favor on mobile transformers 
include the speed with which they may be put into 
service in case of emergency and the improved service 
continuity they make possible, with consequent 
returns in customer good-will. 
NEW CONCEPTS in design, in materials, and in manu- 
facturing have made possible great increases in the 
kva capacity of mobile transformers in just the past 
few years. Important as these developments are, 
they represent only a fraction of the total effort 
devoted by General Electric to its most important 
mission: to work with electric utilities to get more 
power on the line and to keep the cost of power 
low. General Electric Co., Schenectady 5, N. Y. 


GENERAL @@ ELECTRIC 





























& 


